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CHAPTER I: THE PHYSIOCRATS 

PouncAl economy as the name of a special science is the invention 
of one Antoine de Montchrdtjen, who fint employed the term about 
the beginning of the seventeenth century. Not until the middle of the 
eighteenth century, however, does the connotation of the word in any 
way approach to modem usage. A perusal of the article on Political 
Economy - which appeared in the Grande Eruydopfdit of 1755 will help 
us to appreciate the difference. That article was contributed by no 
less a person than Jean Jacques Rousseau, but its medley of politics 
and economies seems utterly strange to us. Nowadays it is customary 
to regard the adjective ‘political’ as unnecessary, and an attempt is 
tnade to dispense with it by employing the terms ‘economic science’ 
or ‘social economics,’ but this article dearly proves that it was not 
always devoid of significance. It also reveals the interesting fact that 
the science has always been chiefly concerned with the business side 
of the State, especially with the material welfare of the citizens — “with 
the fowl in the pot,” as Henry IV put it. Even Smith never succeeded 
in getting quite beyond this point of view, for he dedares that “the 
object of the political economy of every nation is to increase the riches 
and the power of that country." 1 

But the counsels given and the reaper offered Tor attaining the 
desired end were as diverse as they were uncertain. _One school, known 
as the Mercantilist, believed that a State, like an individual, must 
secure the maximum of silver and gold before it could become wealthy. 
Happy indeed was a country hke Spain that had discovered a Peru, 
or Holland, which, in default of mines, could procure gold from the 
foreigner in exchange for its spices. Foreign trade really seemed a 
quite inexhaustible mine. Other writers, who were socialists in fact 
though not in name — for that term is of later invention — thought 
that happiness could only be found in a more equal distribution of 
wealth, in the abolition or limitation of the rights of private property, 
or in the creation of a new society on the basis of a new social contract 
— in short, in the foundation of the Utopian commonwealth. 

»dt was at this juncture that Quesnay appeared. Qnesnay was a 
1 WmIA of Notions (Caiman's edition), Yot. I, p. 351, 
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Turgot was the only literary person among them, bi 
> nfrires he was devoid of wit, though the age was noted for its 
>n the whole they were a sad and solemn sect, and th< 
abit of insisting upon logical consistency — as if they wei 
epositariea of eternal truth—must often have been very 
'hey soon fell an easy prey to the caustic sarcasm of Volt 
espite all this they enjoyed a great reputation among t 
minent contemporaries. Statesmen, ambassadors, and 
alaxy of royal personages, including the Margrave of B; 
ttempted to apply their doctrines in his own realm, the Cj 


An enthusiastic disciple of Quanay, Dupont's rile was chiefly that of a ( 
Physiocratic doctrines, and he made little original contribution to the 
1 early date, moreover, the great political events in which he took an 
-oved a distraction. He survived all his colleagues, and was the only 
ho lived long enough to witness the Revolution, in which he played i 
irt. He successively became a deputy in the Tiers £tat, a president ol 
icnt Assembly, and later on, under the Directoirc, President du Cornell 
c even assijred in tbe restoration of the Empire, and political econoi 
moured at the hands of the Institut when he became a member of that 1 
In 1777 Le Trosne, an advocate at the Court of Orleans, published a b 
1 i'InUjtl social, par rapport i la Valctsr, i la Circulation, i l' Industrie it 1 
bich is perhaps the best or at least the most strictly economic of all. M 
so be made of the Abb< Bsudesu, who has no less than eighty columa t 
liefly dealing with the com trade, but whose principal work is /.'/nfr. 
itlasophis Icttamsqm ( 1771); and of the AbW Roubaud, afterwards h 
iden, who had the advantage of being not merely a writer but a princ 
Tried out some Physioeratic experiments in some of tbe Villages of bis si 

We have not yet mentioned the most illustrious member of the scho 
sped ofhii talent and his position, namely, Turgot (1727-01). Hu name 
lupted with that of the Physiocrats, and 'this classification is sufficiently 
,e similarity of their ideas. Still, as we shall see, in many respects he stai 
If, and bears a clone resemblance to Adam Smith. Moreover, he com me 11 
•fore the Physiocrats. His essay on paper money dates from 1748, when I 
ivnrv-ooe years of sue. but his moil important work. Bjfitxmiu sar 1 a fa. 


nd most unexpectedly or an, tney were wen received oy inc v,ouri 
adies at Versailles. In a word, Physiocracy became the rage. All this 
nay seem strange to us, but there are several considerations which 
nay well be kept in view. The society of the period, raffini and Hcen- 
ious as it was, took the same delight in the ‘ rural economy’ of the 
Physiocrats as it did in the pastorals of Trianon or Watteau. Perhaps 
It gleaned some comfort from the thought of an unchangeable “natural 
jrder,’’ just when the political and social edifice was giving way 
beneath its feet. It may be that its curiosity was roused by that terse 
laying which Quesnay wrote at the head of the Tabltau Aonomigue: 
“Pauvres paysans, pauvre royaumel Pauvre royaume, pauvre roi!” 
or that it felt In those word* the sough of a new breeze, not very 
threatening as yet, but a forerunner of the coming storm. 

An examination of the doctrine, or the essential principles, as they 
called them, must precede a consideration of the system or the proposed 


application of those principles. 
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It THE NATURAL ORDER 

(The essence of the Physiocratic system lay in their conception of the 
'natural order.’, L'Ordre naturel tt essenliel des SoctdUs pohtiques is the 
title of Merrier de la Riviire’s book, and Dupont de Nemours defined 
Physiocracy as “the science of the natural order.” 

What arc we to understand by these terms? 

It is hardly necessary to say that (the term 'natural order’ is meant 
to emphasize the contrast between it and the artificial social order 
voluntarily created upon the basis of a social contract.'? But a purely 
negative definition i* open to many different interpretations. 

1 J. J. Rousseau, the author of the Coatret Saetdl (1761), was a contemporary of the 
Miysiocrats, but lie never became a member of the school. Mirabrau’a attempt to 
v, ' r > bis allegiance proved a failure. The 'natural order' and the 'social contract' 
•rem incompatible, for the natural and spontaneous can ne'er be the subject of 
contract. One ought even be tempted to think that Rousseaus celebrated theory 
w “ formulated in opposition lo Physiocracy, unless we reroemberrd that the social- 
euotract theory Is much older than Rousseau’s work. Traces of the lime idea may 
be found In many writings, especially those inspired by Calvinism. To Rousseasi the 
wul question seemed to be a kind of mathematical problem, and any proposed 

“To find a form of association which protects with the whole common force the person 
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Even this explanation seems to us Insufficient. Dupont, in the words 
which we. have quoted In the footnote at p. 27, seems to imply that the 
laws of the beehive not! the ant-bil! are imposed by common consent 
and for mutual benefit. Animal society, so it seemed to him, was 
founded upon social contract. Hut such a conception of ‘law* is very 
far removed from the one usually adopted by the natural sciences, by 
physicians and biologists, say.^And, as a matter of fact, the PhysiocraB 
were anything but determinist*. ^They neither believed that the 
‘natural order’ imposed itself like gravitation nor imagined that it 
could ever be realized in human society as it is in the five or the ant- 
hill^ They saw that the latter were well-ordered communities, while 
human society at its present state is disordered, because man is free 
whereas the animal is not. - 

What arc wc to make of this ’natural order,’ then? vThe ’natu ral 
order,' so the Physiocrats maintained, is the order which Godjias 
ordained for the happiness of mankind.** It is the providential order. * 
To understand It Is our fiat duly — to bring our lives Into conformity 
with it is our next. 

But can a knowledge of the ’order’ ever be acquittd by men? To 
this they reply that the distinctive mark of this ‘order’ is its obvious- 
ness. This word occurs on almost every page they wrote.* Still, the 
self-evident mint in mine way be apprehended. The most brilliant 
light can be seen only by the eye. By what organ can this be sensed. 
By instinct, by romcience, or by reason? Will a divine voice by means 
of a supernatural revelation show us the way of truth, or will it be 
Nature's hand that shall lead us in the blessed path? The Physiocrat 
seem to have ignored this question, for every one of them indifferent y 
gives his own answer, regardless of the fact that it may contra ict 
another’s. Merrier tie la Kivifre recalls the saying of St John concern* 
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which govern society.” Fliewhrre he adds: “The natural order 
Constitution which God Himself has given the universe.” (bitrodueli 

lleclor Penis in his Hutoin dtt Dattruui expresses the belief that the moat 
•eristic feature of the Physioeratic system is the emphasis laid upon* "* 5 “” ,r 
Ception of society, lie illustrates this by means of diagrams showing the vlenmy « 
the circulation of wealth and the circulation of the blood. * j ,j |< 

y 1 "Its laws are irrevocable, pertaining as they do to the essence of matter 
vjui of humanity. They are just the expression of the will of Cod. . ■ • 'r*. 
interests, aU our wishes, are focused at one point, mating for harmony * n “ W 1 
happiness. We must regard this as the work of a kind Providence, which . 

the earth should be peopled by happy human beings." (Merrier (' “ 111 * 

VoL I. p. 390; VoJ It. p 6-pt > 

• “Them n a natural p«*tre w*JJ“ 
ahih reeurfnUea a ' 


. This Judge. 
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ing the “Light which lighteth every man that cometh into the world." 
This may be taken to be an internal light set by God in the heart of 
every man to enable him to choose his path. Quesnay, so Dupont 
affirms, “must have seen that man had only to examine himself to 
find within him an inarticulate conception of these laws. In other 
words, introspection dearly shows that men are unwittingly guided by 
an ‘inherent’ knowledge of Physiocracy.’’* But, after all, it seems 
that this intuitive perception is insufficient to reveal the full glory of 
the order. For Quesnay declared that a knowledge of its laws must 
be enforced upon men, and this afforded a raison d'llrt for an educa- 
tional system which was to be under the direct control of the Govern- 

v'fo sum up, wc may say that the ‘natural order’ was that order 
which seemed obviously the best, not to any individual whomsoever, 
but to rational, cultured, liberal-minded men like the Physiocrats, (it 
was not the product of the observation of external facts; it was the 
revelation of a principle vrithins And this is one reason why the 
Physiocrats showed such respect for property and authority. It 
seemed to th em that this formed the very basis of the ‘natural order.' 

It was just because - the ‘natural order’ was ‘supernatural,’ and so 
raised above the contingencies of everyday life, that it seemed to them 
to be endowed with all the grandeur of the geometrical order, with its 
double attributes of universality and immutability. It remained the 
same for all times, and for all men. Its fiat was “unique, eternal, in- 
variable, and universal." Divine in its origin, it was universal in its 
scope, and its praises were sung in litames that might rival the Ape 
Mario.' Speaking of its universality, Turgot writes as follows: "Who- 
ever is unable to overlook the accidental separation of political states 
one from another, or to forget their diverse institutions, will never 
treat a question of political economy satisfactorily.’’ 1 Referring to its 
immutability, he adds: “ It is not enough to know what is or what has 
been; we must also know what ought to be. The rights of man arc not 
founded upon history: they are rooted in his nature.” 

It looked as if this dogmatic optimism would dominate the whole 
Classical school, especially the French writers, and that natural law 
would usurp the functions of Providence. To-day it is everywhere 
discredited, but when it first loomed above the horizon its splendour 
dazzled all eyes. Hence the many laudatory remarks, which to us 
seem hyperbolical, if not actually ridiculous.* But it was no small 

1 Dupont, introduction to Quesnay’s works, Vol I, pp. 19 and 36 

* Baudcau, Vo!. I, p. 8io. * tetter to Mile Lespuawe l 1 77°) 

• See some remarks on the TobUau itonomupK on p. 37. 
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one class of production only, namely, agriculture.^Iere alone, so it 
seemed to them, the wealth produced was greater than the wealth 
consumed. Barring accidents, the labourer reaped more than he con- 
sumed, even if we included in his consumption his maintenance 
throughout a whole year, and not merely during the seasons of harvest 
and tilth. It was because agricultural production had this unique and 
marvellous power of yielding a ‘net product’ that economy was 
possible and civilization a fact.'u Jf'waj not true of any oth er class o f 
produc tion, either of commerce or of transport, where it was very' 
evident that man’s labour produced nothing, but merely replaced or 
transferred the products already produced. Neither was it true of 
manufacture, where the artisan simply combined or otherwise modified 
the raw material.* 

<^"lt is true that such transfer or accretion of matter may increase the 
value of the product, but only in proportion to the amount of wealth 
which had to be consumed in order to produce it; because the price 
of manual labour is always equal to the cost of the necessaries con- 
sumed by the worker^ All that we have in this case, however, i* “ 
collection of superimposed values with some raw material thrown 1 
the bargain. But, as Merrier de la Riviire put it, “addition is i 
multiplication,”* 

v<3onscquently,Jndustry was voted sterile. This implied no confen 
for industry and commerce. “Far from being useless, these arc i 
arts that supply the luxuries as well as the necessaries of life, and up 
these mankind is dependent both for its preservation and for its wt 

The prosperity or mankind i> bound up with a maximum net product." (Dupi 
de Nemours, Origin* tuna Semes neuitlU, p. 346.) 

‘‘This physical truth that the earth u the source of all commodities is to very evidi 
that none of us can doubt it.” (Le Trosne, InUrlt social.) 

"The produce of the soil may be divided into two parts . . . what remains ovet 
free and disposable, a pure gift given to the cultivator in addition to the return i 
his outlay and the wages of hu labour." (Turgot, RlJUxiom.) 

“Labour applied anywhere except to land is absolutely sterile, for man is nol 
creator." (Le Trane, p. 941 ) 

“Raw material is transformed into beautiful and useful objects through the di 
pence of the artisan, but before his task begins it is ncceisary that others should Supp 
the raw material and provide the necessary sustenance. When their pari is complett 
others should recompense them and pay them for their trouble. The cultivators, s 
the other hand, produce their own raw material, whether for use or for eonsumptioi 
as well as everything that is consumed by others. This is just where the different 
between a productive and a sterile class comes in." (Baudeau, ConetfionJonct as. 
if- Crash*.) 

* “A weaver buys food and clothing, giving ty> francs tor them, together with 
qpaatitg of Su, for which be gives V> frane*. The clorh will be sold for 300 francs, 

that win cover all expenditure." (Merrier de la Rivttre, VoL If, p. 398 
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wing .” 1 They are unproductive in the sense that they produce no 
extra’ wealth. 

It may be pointed out, on the other hand, that the ‘gains,’ both in 
industry and commereej arc Far in excess of those of agriculture. All 
this was immaterial to the Physiocrats, for "they were gained, not 
produced.”* Such gains simply represented wealth transferred from 
the agricultural to the industrial classes.* The agricultural classes fur- 
nished the artisans not only with raw material, but also with the 
necessaries of life. The artisans were simply the domestic servants, or, 
to use Turgot’s phrase, the hirelings of the agriculturists. 4 Strictly 
speaking, the latter could keep the whole net product to themselves, 
but finding it more convenient they entrust the making of their clothes, 
the erection of their houses, and the production of their implements 
to the artisans, giving them a portion of the net product as remunera- 
tion.* It is possible, of course, that, like many servants in fine houses, 
the latter manage to make a very good living at their masters’ expense. 

CTfie ‘sterile classes’ in Physiocratic parlance simply signifies those 
who draw their incomes second-hand. The Physiocrats had the good 
sense to tty to give an explanation of this unfortunate term, which 
threatened to discredit their system altogether, and which it seemed 
unfair to apply to a whole class that had done more than any other 
towards enriching the nation. 

It is a debatable point whether the Physiocrats attributed this virtue 

* Baudeau, £ph tm. IX (1170). 'doe feels that the Physiocrats go too far when they 
say that "the merchant who sells goods may occasionally prove as useful as the 
philanthropist who gives them, because want puts a price upon the service of the one 
just as it does upon the charity of the other ” {Du Morthand it gram, in the Journal 
it I'Agnnhun, Ju Commrrct, tl it 1 Fmmts, December 1773, quoted in a thesis on the 
torn trade by M.Curmond, 1900.) We must insist upon the fact thai ' unproductive' 
or ‘sterile’ did not by any means signify 'useless.' They saw clearly enough that ihe 
labour of the weaver who mates hoeo out of flax or cloth out of wool is at any rate 
as useful as that of the cultivator who produced the wool and the flax, or rather that 
the latter’s toil would be perfectly useless Without the industry of the former. They 
also realized that although we may say that agricultural labour is more useful than 
that of the weaver or the mason, especially when the land is used for raising corn, one 
cannot say as much when that same land is employed in producing roses, or mulberry- 
trees for rearing silkworms. 

’ Le Trosne, p. 945. 

•“It seems necessary as well as simple and natural to distinguish the men who 
pay others and draw their wealth directly from nature, from the paid men, who can 
only obtain it as a reward for useful and agreeable services which they have rendered 

to the former class.” (Dupont, Vot. 1 , p 141) 

4 It vs rather strange that Turgot should have added this qualification, because he 
was more favourable to industry and less devoted to agriculture than the rest of the 

*"I must have a man to make my clothes, just as I must have a doctor whose 
advice I may ask concerning my health, or a lawyer concerning my affarrs, or a 
servant to work instead of me,” (Le Trane, p. 949 ) 


THE PHYI IOCR ATI 


31 

of furnishing a net product solely to agriculture or whether they in- 
tended it to apply to extractive industries, such as mining and fishing. 
They seem to apply it in a general way to mines, but the references are 
rare and not infrequently contradictory. We can undentand their 
hesitating, for, on the one hand, mines undoubtedly give us new wealth 
in the form of raw materials, just as the land or sea does; on the other 
hand, the fruits of the earth and the treasures of the deep are not so 
easily exhausted as mines. Turgot put it excellently when he said, 
“The land produces fruit annually, but a mine produces no fruit. 
The mine itself is the garnered fruit,” and he concludes that mines , 
like industrial undertakings, give no net product, that if anyone had 
any claim to that product it would be the owner of the soil, but that 
,in any case the surplus would be almost insignificant. 1 
— ^This essential difference which the Physiocrats sought to establish 
between agricultural and industrial production was at bottom theo- 
logical^ TheJruits_ofthe_ea rthare^i venJy^Go^ jwhiIejhe_groducts 
.s of _ the art s are wroug ht by man, who is powerless to create. * The 
reply is obvious. God would still be creator if He decreed to give us 
our clothes instead of our daily bread. 'i*nd, although man cannot 
create matter, but simply transform it, it is important to remember that 
^ the cultivation of the soil, like the fashioning of iron or wood, is merely 
a process of transformation. They failed to grasp the truth which 
Lavoisier was to demonstrate so clearly, namely, that in nature 
"* nothing is ever created and nothing lost. A grain of com sown in a 
field obtains the materials for the car from the soil and atmosphere, 
transmuting them to suit its own purpose, just as the baker, out of 
that same corn, combined with water, salt, and yeast, will make 
bread. 

But they were sufficiently clear-sighted to see that all natural pro- 
ducts, including even com, were influenced by the varying condition 
of the markets, and that if prices fell very low the net product disap- 
peared altogether. In view of such facts can it still be said that the 


* On this point see M. Pcrvinqulire, Contribution i C£tudt dt la ProduitinU dona la 
PhysiacraUt. The indifference of the Physiocrats to mines shows a want of scientific 
spirit, for even from their own point of new the question was one of prune importance. 
No commodity could be produced without raw materia!, and wealth is simply a 
collection of commodities. Raw material is furnished by the mine as well as by the 
soil. In the history of mankind iron has played as important a part as com. Agri- 
culture itself is an extractive industry, where the miner— the agriculturist— uses plants 
instead of drills, and in both cases the product is exhaustible. 

* Le Trosne, p. 94*. 

“Land owes its fertility to the might of the Creator, and out of His blessing flow 
its inexhaustible riches. This power is already there, and man siropfy makes use of 
it." (Ibid., chapter i, sec. u.) 
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irth produces real value or that its produce differs in any essential 
espects from the products of industry? 

/The Physiocrats possibly thought that the bon prix — i.r., the price 
,-hich yielded a surplus over and above^ost of production — was a 
lormal effect of the * natural order.’ vWfwnever the price fell to the 
;vel of the cost of production it was a sure sign that the ‘order’ had 
>ecn destroyed. Under these circumstances there was nothing remflrk- 
ible in the disappearance' of the net product. This is doubtless the 
ignificance of Qucsnay’s enigmatic saying: “Abundance and cheap* 
i«s arejiot wealth, scarcity and dearness are misery, abundance and * 
iearntss_are opulence.” 1 ./ 

But if the bon prix simpty measures the difference between the value 
>f the product and its cost of production, then it is not more common 
in agriculture than in other modes of production. Nor does it extend 
aver a longer period in the one case than in the other, provided compe- 
tition be operative in both cases; on the contrary, it will become mani- 
fest in the one case as easily as in the other, especially if there be any 
scarcity. It remains to be seen then whether monopoly values are 
more prevalent in agricultural production than in industrial. In a 
very general vv3y, seeing that there is only a limited quantity of land, 
we may answer in the affirmative, and admit a certain degree of 
validity in the Physiocratic theory. But the establishment of protec- 
tive rights and the occurrence of agricultural crises dearly prove that 
competition also has some influence upon the amount of that re- 
venue. 

The net product was just an illusion.v'^'he essence of production is 
not the creation of matter, but simply the accretion of value. But it 
is not difficult to appredate the nature of the illusion if we recall the 
dreumstances, and try to visualize the Lind of society with which the 
Physiocrats were acquainted. One secti on of the community, consist- 
ing sol ely_pf nobilityjind_clergy,Jiycd upon thc_rents which the land 
jyfc’ded. Their luxurious lives would have been impossible if the earth 
did not yield something over and above the amount consumed by the 
peasant. It is curious that the Physiocrats, while they regarded the 
artisans as nothing better than servants who depended for their very 
existence upon the agriculturists, failed to recognize the equally com- 
plete dependence of the worthless proprietor upon his tenants. If 
there had existed instead a class of business men living in case and 
luxury, and drawing their dividends, it is quite possible that the 
Physiocrats would have concluded that there was a net product in 
industrial enterprise. 


1 Queansy, p. 355. 
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u '5o deeply rooted was this idea of nature, or God operating through 
nature, as the only source of value that we find traces of it even in 
Adam Smith. Not until we come to Ricardo do we have a definite 
contradiction of iL^VIth Ricardo, rent, the income derived from land, 
instead of being regarded as a blessing of nature — the Alma Parens — 
which was bound to grow as the ‘natural order’ extended its sway, 
is simply looked upon as the inevitable result of the limited extent and 
growing sterility of the land^ No longer is it a free gift of God to men, 
but a pre-imposed tax which the consumer has to pay the proprietor. 
No longer is it the net product; henceforth it is known as rent. 

As to the epithet ‘ sterile,’ which svas applied to every kind of svork 
other than agriculture, we shall find that it has been superseded, and 
that the attribute ‘productive’ has been successively applied to every 
class of work — first to industry, then to commerce, and finally to the 
liberal professions. Even if it were true that industrial undertakings 
only yield the equivalent of the value consumed, that is not enough to 
justify the epithet ‘sterile,* unless, as Adam Smith wittily remarks, we 
arc by analogy to consider every marriage sterile which does not 
result in the birth of more than two children. To invoke the distinction 
between addition and multiplication is useless, because .arithmetic 
teaches us that multiplication is simply an abridged method of adding. 

It seems very curious that that kind of wealth which appeared to 
the Physiocrats to be the most legitimate and the most superior kind 
should be just the one that owed nothing to labour, and which later 
on, under the name of rent, seems the most difficult to justify. 

But we must not conclude that the Physiocratic theory of the net 
product possessed no scientific value. 

It was a challenge to the economic doctrines of the time, especially 
Nfercantilism. ‘The Mercantilists thought that the only way to increase 
wealth was to exploit neighbours and colonists, but they failed to see 
that commerce and agriculture afforded equally satisfactory methods. " 
Noe roust wo forget the Physiocrats’ influence upon practical politics. 
Sully, the French minister, betrays evidence of their influence when 
he inrutli that the only two sources of national wealth are land and 
lalxHir. Let us also remember that, despite some glaring mistakes, 
agriculture has never lost the pre-eminence which they gave it, and 
that the recent revival of agricultural Protection is directly traceable to 
their tnfi jence.'s.They were always staunch Free Traders themselves, but 
we can hardly blame them for not being sufficiently sanguine to expect 
«ach wholehearted acceptance of their views as to anticipate some of the 
more curious deveJopmerjts of their doctrines 'J t is almost certain that 
if they were living lo-dav they would rvx le- found supporting the Pro- 
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:tionist movement.}* At least this is the opinion of M. Oncken, the 
onomist, who has made the most thorough study of their ideas.* 
Although the Physiocratic distinction between agriculture and 
dustry was largely imaginary, it is nevertheless true that agriculture 
>es possess certain special features, such as the power of engendering 
e forces of life, whether vegetable or animal. This mysterious force, 
hich under the term ‘nature’ was only very dimly understood by the 
tiysiocrats, and still is too often confused with the physico-chemical 
iices, does really possess some characteristics which help us to 
iflerentiate between agriculture and industry. At some moments 
griculturc seems inferior because its returns are limited by the exi- 
encies of time and place; but more often superior because agriculture 
lone can produce the necessaries of life. This is no insignificant fact; 
ut we are trenching on the difficult problems connected with the 
ame of Malthus- | 


Ills THE CIRCULATION OF WEALTH -3U He oVy *{. 
vThe Physiocrats were the first to attempt a synthesis of distribution. 


fhey were anxious to know — and it was surely a praiseworthy ambition 
—how wealth passed from one class in society to another, why it 
always followed the same routes, whose meanderings they were 
successful in unravelling, and how this continual circulation, as Turgot 
laid, ^constituted the very life of the body politic, just as the circula- 
tion of the blood did of the physical.^ 

A scholar like Quesnay, the author of the work on animal economy* 
and a diligent student of Harvey’s new discovery, was precisely the 
man to carry the biological idea over into the realm of sociology. He 
made use of the idea in his Tableau kortoirtique, which is simply a graphic 
representation of the way in which the circulation of wealth takes 


place. The appearance of this, table caused an enthusiasm among his 
contemporaries that is almost incredible,* although Professor Hector 


1 Ceiduclits in .National Orfonomio, Van T, Du £«il iw Aim Smitfi- 

M- Mf line's book Li Rita* i la Tern, though Protectionist in tone, is ts holly imbued 
tvilh the Physiocratic spirit. 

1 Etiai phyiupjt sv* 1‘txmmu fiimali ( 1747 ). 

* ''There have been since the world began three great inventions w hicli have prind- 
P°">' given stability to political societies, independent oT many other inventions which 
have enriched and advanced them The first is the invention ofwnting, which alone 
pvet human nature the puwet of transmitting without alteration its laws, its contract*, 
its annats, and its discoveries. The second is tlie invention of money, which binds 
together all the relauom between civilized societies. The third u the Economical 
Table, the result of the other two, which completes them both by perfecting their 
object; the great discovery of our age, but of which our posterity wall reap the benefit.” 
WwjVen. nunxeA in IVssl* «f Ji’alicu, Book W, chapter ix - ) TSaudeau ts no less 
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Denis declares that he is almost ready to share in Mirabcau’s admira 
tion. 1 

We know by this lime that this circulation » much more compli 
catetl than the Physiocrats believed, but it is still svorth while to givt 
an outline of their conception.* 

*>Quesnay distinguishes three social classes: 

1. A productive class consisting entirely of agriculturists — perhaps 
also of fishermen and miners. 

2. A proprietary class, including not only landed proprietors, but 
also any who have the slightest title Id sovereignty of any kind — a 
survival of feudalism, where the two ideas of sovereignty and property 
are always linked together. 

A sterile class, consisting of merchants and manufacturers, 
together with domestic servants and members of the liberal professions. 
^2ne first class, being the only productive class, must supply all that 
flow of wealth whose course we are now to foUow.\ 4 £et us suppose, 
then — the figures are Quesnay’s and seem sufficiently near the facts 
— that the value of the total wealth produced equals 5 milliard francs. 


enthusiastic “These figures,” he writes, “are borrowed with the consent and upon 
the advice of the great master whose genius first begat the sublime idea of this Tableau. 
The Tableau gives us such a clear idea of the premier position of the science that all 
Europe is bound to accept its teaching, to the eternal glory of the invention and the 
everlasting happiness of mankind." (P. 867.) 

The first edition of the Tableau, of which only a few copies were printed, is missing 
altogether, but a proor of that edition, corrected by Quesnay himself, was recently 
discovered in the Bibliothique Nationalc in Paris by Professor Stephan Bauer, of the 
University of Bale. A iacsimite was published by the British Economic Association 
in 1894. [A faesunile is printed also in Alexander Gray's Dettlopmenl «/ Economic 
Doctrine, 1931.] 

v “The discovery of the circulation of wealth in rconomic societies occupies in die 
history of the science the same position as is occupied by the discovery of the circula- 
tion of the blood in the history of biology.” 

* Ques nay’s table consuls of a number of columns placed in Juxtaposition with a 
number of zigzag lines which cross from one column to another If he had been 
living now be would almost certainly have used the graphic method, which would 
have simplified matters very considerably, and it is somewhat strange that no one has 
attempted this with his Tableau. Hector Denis has compared his tables with those 
of the anatomist and traced a parallel between the linksof the economical world and 
the plexus of veins and arteries in the human body. ,Quesnay*s explanation of the 
Tableau by means of mathematical tables gives him a claim to be considered a pioneer 
of the Mathematical school. Full justice has been done to hint in this respect. An 
article by Bauer in the Quarterly Journal of Economic!, 1890, recognizes his claim, and 
there is another by Oncken in the Economic Journal lor June 1896, entitled The Pljna- 
crab «j Founder! of A* Mathematical School. His contemporary Le Troane is even more 
emphatic on the point: “Economic science, being a study of measurable objects, >s an 
exact science, aod its cortclusiotu may be mathematically tested. What the science 
lacked was a convenient formula which might be applied to test its general conclusions. 
Such a formula we now have in the Tableau iconamwue" {Dil'orirt recwl, VIII, p. Ilk) 
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Of this 5 milliards 2 milliards arc necessary for the upkeep of the 
members of this class and its oxen during harvest and sowing. This 
portion does not circulate. It simply remains where it was produced. 
The produce representing the remaining 3 milliards is sold. But agri- 
cultural products alone do not suffice for the upkeep of Class 1. 
Manufactured goods, clothes, and boots also are required, and these 
are got from the industrial classes, for which a milliard francs is given. 

There remain just 2 milliards, winch go to the landowners and the 
Government in rents and taxes. By and by we shall see how they 
attempted to justify this apparent parasitism. 

Let us pass on to consider the propertied class. It manages to live 
upon the 2 milliards which it receives by way of rents, and it lives 
well. Its food it must obtain from the agricultural class '(unless, of 
course, the rents are paid in kind), and for this it possibly pays a 
milliard francs. It also requires manufactured goods, which it must 
get from the sterile class, and for which it pays another milliard francs. 
This completes their account. 

As to the sterile class, it produces nothing, and so, unlike the 
preceding class, it can only get its necessaries second-hand from the 
productive class. These may be got in tsvo ways: a milliard from the 
agricultural class in payment for manufactured goods and another 
milliard from the landed proprietors. The latter milliard, being one of 
the two which the landed proprietors got from the agriculturists, has 
in tins way described the complete circle. 

The 2 milliards obtained as salaries by the sterile class are em- 
ployed in buying the necessaries of life and the raw material of industry. 
And since it is only the productive class that can procure these neces- 
• saries and raw materials, this a milliards passes into the hands of the 
agriculturists. The 2 milliards, in short, return to their starting-point 
Adding the milliard already paid by the landed proprietors to the 2 
milliards* worth of products unsold, the total of 5 milliards is replaced 
»n the hands of the productive class, and so the process goes on 
indefinitely. 1 ^ 

This rtfsumi gives but a very imperfect idea of the vast complexities 
and difficulties involved in tracing the growth of revenues — on evolu- 

1 Turgot, although he is pot (peaking of the Tableau itself m this care, sums it up 
Mmlrably in the following: "What the labourers get from the land in addition to what 
“ ruffident to supply their own needs constitutes the only wages fund (note the phrase] 
Jjbich all the other members of society can draw upon in return for their labour. 
Toe other members of society, when they buy the commodities which the labourer 
™ produced, limply give him the bare equivalent of what it has cost the labourer 
to produce them.” (Vol.l.p. 10.) Tor a more detailed account see Baudeau, Erii.ra- 
•> Taihiii iamrn riyi*. 
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lion wliKh ifu* fdfnwftf with tfi«» rn»fum.»«n ef f filTArr 

Tlwy inwdP<tl tfwi it w*i *![ wry ml. 1 Tb* rnf l *rr>v*ry of th« 
million* irrimwAtctt tlt^m, Int, like m.inv vt th«- rrullirm.itie.il irwrw* 
mi«* of to-ehy. they th.it At I fir end rf their r.i fcul.it ton* thn 

nttlt t»*»I whxl tliry h*<l twimn! at tfw* ta(innfo{. It it vtTy erid*n' 
that l hr hUc pwn nothin? a* to I hr cnemial point Jn their lyirem 
IMtnrljr, hMIkt llierr really exist a pmfurtivr and a ttrrilr rLtei.t 
v TI«c ttvrt Ifilemtin? thin? in ihr Fliyiineratic tehrm* of diitrihw 
lion i* not the funicular demrmetration which they pave of if, true the 
cmphtuU viUkK they laid upon the fact of the tittul.itinn of Health 
taking place in Accordance with crrtain law*, awl thr way in which the 
revenue nf each claw wai determined iry thw circulation..} 

*}Hie tingular jwnition wtiicfi thr proprietor* hold in thii tripartite 
divition of loeiety it one of chr moat curioui feature* of the ryttem. 

Anyone eaaininin? the table in a non-rhyviocratie fashion, but 
limply viewing it in the modern spirit, must at once feel furprued and 
(f diiappointed to find (fiat the clan which enjoyi two-fifths of the national 
v revenue doei nothing in return for it. We should not have been fur- 
prised ifluch glaring parasitism had given to the work of the Physiocrats 
' a distinctly socialistic tone. But they were quite impervious to all luch 
'• ideas. They never appreciated the weakness of the landowners' posi- 
„ tion, ancTthey always treated them with the greatest reverencci-The 
epithet 'sterile' is applied, not to them, but to manufacturers and 
artisans! Property u the foundation-stone of the ‘natural order.’ The 
proprietors have been entrusted with the task of supplying the stafT of 
life, and are endued with a kind of priestly lacredness. It is from their 
hands that all of us receive the elements of nutrition. 'It'is a 'divine' 
institution — the word is there.* Such idolatry needs some explanation. 

One might have expected — even from their own point of view' — 
that the premier position would have been given to the class which 
they termed productive, i r., to the cultivators of the soil, who were 
mostly farmers and mSlayrrt. The land was not of their making, it is 

This movement of commerce from one class to another, and the conditions h bich 
give rise to it, are not mere hypotheses. A little reflexion will show that they are 
faithfully copied from nature." (Quesnay, p. 60.) 

-t They imagined that it was actually so. "On the one hand, we see the productive 
class living on a series of payments, which arc given in return for its labour, and alnays 
bearing a close relation to the outlay upon its upkeep. On the other, there is nothing 
but consumption and annihilation of goods, but no production.” . (/W-) 

is impossible not to recognize the right of property as a divine institution, for 

it has been ordained that this should be the indirect means of perpetuating the work 

of creation." (La Riviire, p. 618 ) “The order of society presupposes the existence . 
of a third class in society, namely, the proprietors who make preparation for the ' - 
work of cultivation and who dispense the net product." (Quesnay, p. 186.) 
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true. They had simply received it from the proprietors. L- This latter 
class takes precedence because God has wiled that it should be the 
first dispensecd f all h ealth. 1 

— TEcre is no needTolnsist on this strange aberration which led them 
to look for the creator of the land and its products, not amid the 
cultivators of the soil, but among the idlers.* Such was the logical 
conclusion of their argument. V\Ve must also remember that the ^ 
Physiocrats failed to realire the inherent dignity of all true labour __ , 
limply because it was not the creator of wealth. (This applied both 
to tie agricultural labourer and the industrial worker, and though the 
former alone was considered productive it was because he was work- 
ing in eo-operation with nature.) ft was nature that produced the 
wealth, and not th e wo rker. I 

"^Something must also be attributed to their environment. /Knowing \ • 
only feudal society, with its economic and political activities governed £ 
and directed by idle proprietors, they suffered from an illusion as to ^ 
the necessity for landed property similar to that which led Aristotle 
to defend the institution of slavery.? 

Although they failed to foresee the criticisms that would be levelted 
against the institution of private-property, they were very assiduous — 
especially the AbW Baudeau — in seeking an explanation of its origin 
and a justification of its existence. The reasons which they advanced 
are more worthy of quotation than almost any argument that has since 
been employed by conservative economists. 

*The most solid argument, in their opinion — at least the one that was 
most frequently used — is that these proprietors are either the men who 
cleared and drained the land or else their rightful descendants^ They 
have incurred or they are incurring expenditure in clearing the land, 
enclosing it, and building upon it — what the Physiocrats call the avarices 
'oncih’ti.* They never get their revenues through some one else as 


Immediately below the landed proprietors come the productive classes, whose 
labour is the only source of their income, but who cannot exercise that labour unless 
the landlord has already incurred some outlay in the way of ground expenses." 
(Baudeau, Pklosophii icmomvpu t p. 691.) 

The Physiocrats never mention the agricultural workers, and one might almost 
think that there were none. Their solicstude for the agriculturists does not extend 
beyond the farmers and m/tajers. M. Weulersse has referred to their system, not 

* “We may call them the nobility, as well as the propertied class. Nobility in thu 
sense, far from being illusory, is a tery useful institution in the history of civ ilizcd 
nations.” (Baudeau. p. 670 ) 

“In the third line — they generally occupy the lint rank— we have the landed 
proprietors who prepare the soil, build bouses, make plantations and enclosures at 
«w>r own expense, or who pay for those outlays by buyin g property already developed. 
* hu revenue, they might argue, belongs to us bcuuse of die wisdom and forethought 
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and the Reign of Terror. When all respect for human life was quite 
lost there still remained this respect for property. 

The defence of private property was already well-nigh complete, 1 
But if they were strong in their defence of the institution they did not 
fail to impose upon it some onerous duties — which counterbalanced 
its eminent dignity. Of course, every proprietor should always be 
guided by reason and be mannerly in his behaviour, and he should 
never allow mere authority to become the rule of life.* Their duties 
are as follows: 

~y. They must continue without fail to bring lands into cultivation 
— they must continue the avarices foncicres .* 

Na'f They must dispose of the wealth which the nation has produced 
in such a way as to further the general interest; this is their task as the 
stewards of society. 4 

--3^ They must aim during their leisure at giving to society all those 
gratuitous services which they can render, and which society so sorely 
needs. 

4. They must bear the whole burden of taxation. 

£. Above all they must protect their tenants, the agriculturists, 
and be veiy careful not to demand more than the net product. VeFue 
Physiocrats never go the length of advising them to give to their 
tenants a portion of the net product, but they impress upon them the 
importance of giving them the equivalent of their annual expenditure 
and of dealing liberally with them. It does not seem much, but it must 
have been something in those days. “I say it boldly," writes Baudeau, 
cursed be every proprietor, every sovereign and emperor that 
puts all the burden upon the peasant, and the land, which gives all 
of us out sustenance. Show them that the lot of the worthy indivi- 
duals who employ their own funds or who depend upon those of 
others is to none of us a matter of complete indifference, that 
.whoever hurts or degrades, attacks or robs them is the cruellest enemy 
‘Iti» necessary to male a note here of one of the many differences between Turgot 
, and the Physiocrats. Turgot ■seems much less firmly convinced of the social utility 
of landed property and of the legitimacy of the right of property. He thiols that its 
origin is (imply due to occupation. This wealens the Physiocralie case very con- 
siderably. “ rhe earth is peopled and culuvation extendi. The best land* will in 
time all be occupied. For the last comers there will only be the unfertile lands rejected 
by the first. In the end every piece of land will have its owner, and those who poises* 
none will have 00 other resource than to exchange the labour of their arm for the 
superfluous com of the proprietor " (Vol. I, p. 12.) We are here not very far from 
the Ricardian theory. 

» Baudeau. PhiUnp&u Jct*amijur, p. 378. 

“A proprietor who leeps up the srsui /rttiAo without fail b performing the 
nuUesc ter-vire that anyone can perform on this earth.” (Baudeau.) 

1 J • “The rich have t),e control of the fund from which the worlrn are pail, but 
they are ifosng a great injustice if they appropriate it.’* (Quesnay. Vol. I, p. >53 i 
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of society, and that he who ennobles them, furthers their well-being, 
comfort, or leisure increases their output of wealth, which after all 
is the one source of income for every class in society. 1 

Such generous words, which were none too common at the time, 
release the Physiocrats from the taunt of showing too great a favour to 
the proprietors. In return for such privileges as they gave them they 
demanded an amount of social service far beyond anything that was 
customary at the tinte.^,|^J 

lit 

So far we have- considered only the Physiocratic theory. But the 
Physiocratic influence can be much more clearly traced if we turn to 
applied economics and examine their treatment of such questions as 
the regulation of industry, the functions of the State, and the problems 
of taxation.' 


. * I: TRADE 

All exc hanRCt.thc .Physiocrats jhought, jvvas unproductive, for by 
definition it implies a transfer of equal values. If each party only 
receives the exact equivalent of what it gives there is no wealth pro- 
duced. It may happen, however, that the parties to the exchange are 
of uhequal strength, and the one may grow rich at the expense of the 
other.* In giving a bottle of wine in exchange for a loaf of bread there 


' Pp 8j5, 839 And Merrier de la Riviere write* in terms not lew. severe: " He u 
responsible under pain of annihilation for the products of society, and no part of the 
product which goes to support the cultivator should wittingly be employed other- 
wise.” The history of Ireland is an interesting commentary on these words 
But let us always remember that when the Physiocrats speak of the rights of the 
cultivator they think only of the farmer and milayn and never of the paid agriculture-' 
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TV 'Mtartl wrto* a!w» implu’tl (h»t eich fix** wnuM hw fret* ic 
tniy xy *#■!! wb^rTvyr h* <hr««", witfiirt p r without the- groin try. It 
frrneni»«1 po fftmti-rt,' ftp mly tbm'iyh 'bl^rty* frqiM th<* ’ir^l 
prW' 1i<* termed flip *fnr»! ppjpp’ meant the fifghett price and not 
the Irocrtt, tlratlh arw! Pvrv* cheapness "J rre eompefititm with Cireign 
merchant* can alone *efurr the hext prwMe price, am! only the 
highm price *•>!) enable in in inrrr . our ttnrk of wr.iWi ami in 
maintain cnir population !ry agriculture " * Thu » the lamp tag* of 
Atpicultiiritt* raiher than of Free Trader* Ii « the natural mult of 
(kinking alxnil agricultural problem*. ant! especially about (he 
question of raxing tmnj afnl since Free Trade at thu time gave rise 
to no fears on (lir icorr of importation, frrr exchange meant free 
exportation.. Otwken points out that the commercial regime which the 
Jliysiocral* idraraittl wat identical with that In operation in Enytind 
alxiut this time, where in case of ovrr*abumLtnce exportation was 
encouraged in ortlcr to keep up the pricr, am! in case of dearth im- 
portation was permitted in order to ensure a steady supply and to 
prevent the price from rising too much.' 

In a word. Free Trade meant for the rhysiocrafs the total abolition 
of all those measures which found so much fa sour with the M«* 
cantilbts, and which aimed at preventing exportation to places outside 

s/^'Lei entire freedom of commerce be maintained, tie she lurnl, she exaeteve. she 
most profitable regulator both of home and of t.rngn irade tie she nation as welt as 
for the State is perfect freedom of competition.’* (Quesnay’i Mwmti, XXV.) 
must tell ihem that free trade is in accordance with the order and with the demands 
of justice, and everything that conforms to the order bean its own reward.** (I* 
Trosnc, p. 5C6.) 

* Dialogues, p. I1J. The dearth of plenty, as they paradoxically put it, stimulates 
production, and Oobguillebert, in an equal paradox, remarks that "Low price gives 
rise to want.” In the .Uuiwi, p. 98, Quesnay contents himself by using that free 
trade in com maVta the price more equal "It b clear,’’ he adits, “that leasing aside 
the question of foreign debt, equal prices will increase the revenue yielded by the 
land, which ssill again result in extended culuvauon, which will preside a guarantee 
against those dearths that decimate population.** 

Mercier de la Riviire writes in a similar vein. “A good constant average price 
ensures abundance, but without freedom sse have neither a good price nor plcoty. 

(P- 57°-) , . 

Turgot in his Lettres sue U Commerce del Grains develops the argument at great length 
and tries to give a mathematical demonstration of it. There was no need for this. It 
is a commonplace of psychology that a steady price of 30 is preferable to alternative 
prices of 35 and 5 francs respectively, although the average in both cases is the same 

* It is svorth noting that the nature of American competition svaj clearly foreseen 
by Quesnay — one of the most remarkable instances of icientific prevision on record. 

In his article on com in the EaqrckpMu he says that he views lhe fertility of the 
American colonies with apprehension and dreads the growth of agriculture in the 
New World, but the fear is provisionally dismissed because the com b inferior in 
quality to that of France and U damaged in transit. (See our remarks concerning the 
PhysiocraUc connexion with modem Protectionist theories.) 
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the country and checking the growth of frro inirrcotirK within it. 1 
Narrow a* their conception of Free Trade at firxt \va», it wa» not 
long in growing out of the itraitened circumi lances which gave it 
birth, and it developed gradually into the Free Trade doctrine ai we 
know* it, which Walras ctprrwl aj follow*: C Fiee competition 
tecum for every one the maximum Jinal^ utility, or, vrliat.mmei to 
the_*ame_thing, gives the maximum jatufaction." We no longer 
admit that international trade it a mer e fit cti rr. ..Hut all the argu- 
menu which hate been uwd in iu defence on the Free Trade tide 
were fml formulated by tire Physiocrats. AVt shall refer to a few of 1 
them. 

.■^fhe fallacy lurking behind the ‘balance of trade* theory i* exposed! 
with great neatness by Merrier de la Riviirc. "I will drown ihel aV * 
clamour of all your blind and ttupid policies. Suppose that I gate yott’l \| 
air the money which circulates among the nations with whom you ... 
trade. Imagine it all in )t>or possession. What would you do with ^ 
ii?”ulfc goes on to show how not a tingle foreign country will any ^ 
longer be able to buy, and consequently nil exportation will cease.. . 
The mull of this excessive dearness wall be that buying from foreign , 
countries will be resorted to, and this will result in the exportation of . \ 
metallic iurrency, which will toon readjust maiten.* 

, « JThe co ntention that import duties are paid by the foreigner h also 
refuted. Nothing will be told by the foreigner at a lower price than 
that which other nations would be willing to give him. An import 
duty on tuch goodt will increase the real price, which the foreigner 
will demand, and this import duty will be paid by those who buy the 
goods.* 

'-'There h allo a refutation of the policy known as reciprocity . 

VJt'rnujl not be forgotten tint the Protectionist «yitem sided Ihe development of 
industry and retarded that of agriculture by ita policy of encouraging the exportation 
of manufactured products and its restrictions on the exportation of agricultural 
products and raw materials with a view to securing cheap labour and a plentiful 
supply of raw materials for the manufacturing industries The Protectionists were not 
concerned to prevent the exportation of corn.t^Boih Colbert ism and Mercantilism 
sacrificed the cultivator by preventing the exportation of corn and by allowing of its 
importation, while doing the exact opposite for manufactured products. 
v 4 “Upon final analysis do you find that you hart gained anything by your policy of 
always selling to foreigners without ever buying from them’ Have you gained any 
money by the proem? But you cannot retain it. It has passed through your Hands 
without being of the least use. The more it increases the more does its value diminish, 
while the value of other things increase* proportionally." {Merrier de la Rjviire, 

VP- 580-583 ) 

v *Turg 0 t, fEiartr, Vol. I, p. 189. "If you succeed in keeping back foreign merchants 
by means of your protective tarilTs they will not bring you those goods which you need, 
thus causing those impositions which were designed for others to retaliate upon your 
own head.” {Qjjesnay, Dialagiie* ) 


5° the physiocrats 

A nation levies an import duty upon the goods of another nation, 
but it forgets that in trying to injure the selling nation it is really 
checking the possible consumption of its own goods. This indirect 
effect, of course, is inevitable, but can nothing be done to remedy 
this by means of reprisals? England levies a heavy duty on French 
wines, thereby reducing its debit account with France very con- 
siderably, but more French wine will not be bought if a tax is also 
placed upon the goods which England exports to France. Do you 
think that the prejudice which England has taken against France 
can be remedied in this way? 

We have multiplied instances, for during the whole of the hundred 
years which have since elapsed has anyone deduced better arguments? 

vThese theories immediately received legal sanction in the edicts of 
1763 and 1766 establishing free trade in com, first within the country 
and then without, but some very serious restrictions were still retained. 
Unfortunately Nature proved very ungrateful to her friends. For 
four or five years she ran riot with a scries of bad harvests, for which, 
as we may well imagine, the Physiocratic regime and its inspirers were 
held responsible. Despite the protests of the Physiocrats, this liberal 
Act was repealed in 1770. It was re-established by Turgot in 1774, 
and again repealed by Necker in 1777 — a variety of fortune that 
betokens a fickleness of public opinion. 

This new piece of legislation, and, indeed, the whole Physiocratic 
theory, was subjected to severe criticism by an abbot of the name of 
Galiani. Galiani was a Neapolitan monsignor residing at the French 
court. At the age of twenty-one he had written a remarkable work 
in Italian dealing with money, and in 177 o, written in splendid French, 
appeared his Dialogues sur U Commerce des BUs. It was an immediate 
success, and it won the unqualified approval of Voltaire, who was 
possibly attracted more by the style than by the profundity of thought. 
Galiani was not exactly opposed to laissez-faire. "Liberty,” he wrote, 
“stands in no need of defence so long as it is at all possible. AVhen- 
ever we can we ought to be on the side of liberty.’’ 1 But he is opposed 
to general systems and against complete self-surrender into the hands 
of Nature. “Nature,” says he, “is too vast to be concerned about our 
petty trifles."* He shares the realistic or historical views of the writers 
of to-day, and thinks that before applying the principles of political 
economy some account should be taken of time, place, and circum- 
stances. “The state of which the Physiocrats speak— what Is it? 
Where is it to be found."* 

l Cuifim, pp. t J 4 , * 74 . * Hid , p. *37. 

• tw, P- n. lie pfpowl a highly toopSfiltd rytlrm Imposing <5oUr» 

Loth upon the importation and exportation of torn--* J per tent, sd duff in 

th» one eaee and a tO per cent, in the other. 
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Along •with Gallant we must mention the great financier Nccker, 
who in a bulky volume entitled La Legislation el le commerce det grains 
('775} advocates opportunistic views almost identical in character 
with those of Galiani, and who, as Minister of State (1776-81 and 
1 788-90), put an end to free trade in corn. 

In monetary matters, especially on the question of interest, the 
Physiocrats were willing to recognize an exception to their principle 
of non-intervention. Mirabeau thought that whenever a real increase 
of wealth resulted from the use of capital, as in agriculture, the pay- 
ment of interest was only just. It was simply a sign or symbol of the 
net product. But in trade matters he thought it best to limit if not to 
prohibit it altogether. It often proved very harmful, and frequently 
was nothing better than a tax levied by order of “ the corrosive land- 
owners.” Quesnay could not justify it except in those cases where it 
yielded a net product, but he was content simply to suggest a limitation 
of it. The Physiocrats are at least logical. If capital sunk in industrial 
and commercial undertakings yields no income it is evident that the 
interest must be taken from the borrower’s pocket, and they condemned 
it just as they condemned taxing the industrial and commercial 
classes. 

Turgot* is the only one of them who frankly justifies taking interest. 
The reason that he gives is not the usual Pbysiocratic argument, but 
rather that the owner of capital may either invest it in the land or 
undertake some other productive work — capital being the indispensable 
basis pf all enterprise* — and that, consequently, the capital will never 
be given to anyone who will offer less than what might have been 
made out of it did the owner himself employ it. This argument implies 
that every undertaking is essentially a productive one, and indeed 
one of the traits which distinguishes Turgot from the other Physio- 
crats is the fact that he did not think that industry and commerce 
were entirely unproductive. 


II: THE FUNCTIONS OF THE STATE 
Seeing that the Physiocrats believed that human society was per- 
vaded by the principle of * natural order,’ which required no adventi- 
Uous aid from any written law, and since Nature’s voice, without any 
artificial restraint, was sufficient guide for mankind, it might have been 
expected that the trend of Physiocracy would have been towards the 

1 Tuijot visa rtvt »u\Jvot of ft work on this tubjeel. emitted Mtmnn mr tel Prtli 
Re/hxitint sur la/annetum its luhtists, pans. 59, 61, 74. 
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negation of all legislation, of all authority — in a word, towards the 
subversion of the State. * * 

,/It is certain that the Physiocrats wished to reduce legislative activity 
to a minimum, and they expressed the belief— which has often been 
repeated since by every advocate of latsstz-fairi — that the most useful 
work any legislative body can do is to abolish useless Taws, any 
new laws are required they ought simply to be copies of the unwritten 
laws of Nature. Neither men nor Governments cart make laws, for 
they have not the necessary ability. Every law should be an expression 
of that ./Divine wisdom which rules the universe. v ffence the true tide 
of lawgiver, not lawmaker.* It is in this connexion that we meet with 
those anecdotes— some of more than doubtful authenticity, it is true — 
that have gathered round their names. Of these the best-known is. 
that which tells of Mercier de la Riviere’s visit to St Petersburg, and 
his laconic reply to Catherine the Great. He had been invited there 
to advise the Empress about a new constitution for the country. After 
dilating upon the great difficulties of the undertaking and the responsi- 
bilities it involved he gave it as his opinion that the best way of 
achieving her object was just to let things take their course. Where- 
upon the Empress promptly wished him good-bye. 
vCut it would be a great mistake to think of the Physiocrats as 
anarchists. What they wanted to see was the minimum of legislation 
with a maximum of authority. The two things are by no means in- 
compatible. The liberal policy of limitation and control would have 
found scant favour with them. Their ideal was neither dem ocratic 
Self-government, as we have it in the Greek republic^ nor _ a 
mentary regime such as wc find in England. Both were detested. 

^ “Remove all useless, unjust, contradictory, and absurd laws, and there will not 
be much legislative machinery left after that." (Baudeau, p. 817 ) "It h I ' ot * 
question of procuring immense riches, but simply a question of letting people alone, 
a problem that hardly requires a moments thought.” So wrote Boirguillebert < IIt y 
yean before. 

* Quesnay, Maxima, VoL I, p. 390. Mercier de la Riviire writes in much the , * rn * 
style: "The positive laws that are already in existence are merely expressions of such 
natural rights." (VoL II, p. 61 ) It sounds hie a preamble to the Declaration of the 
Rights of Man. 

3 " The Physiocrats had the most absolute contempt for political liberty.” (E*h >ru, » 
fa StisfM pthliqji fa Pkytwciaus, address at the opening session of the Congress of 
Learned Societies, Paris, 1906.) 

“The Greek republics never became acquainted with the laws of the order. Tina* . 
sesdrss, usurping, tyrannical tribes never ceased to drench the plains with human 
blood, to cover with rum, and to reduce to waste the most fertile and the best situs'™ 
sod in the then known world." (Bam lean. p. Boo.) 

“It fa evident that a democratic sovereign— i-e , the whole people — cannot it*r« 
exert ive its wlienty, ami must be content to name representatives. These reperseft'a* 
trses are merely age-nu. »W functions are naturally transitory, ami such temporary 
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yOn the other hand, great respect was shown foe the social hierarchy, 
ind the)' were strong in their condemnation of every doctrine that 
Mined at attaching either the throne or the nobility. Wha t they 4 
desired was to have sovereign authority in the guise of a hereditary, V 
monarchy. <ln short, what they really wanted— and they were not 
frightened by the name — was despotism) 1 

The sotrretgn authority should be one, and supreme above all | K . 
individual or private enterprise. The object of tovercigruy is to 
secure obedience, to defend every just right, on the one hand, and ' " 
to secure personal security on the other. A government that is “ 
based upon the idea of a balance of power is useless. 1 
This should help us to realize the distance separating the Physio* 
emu from the Montesquieuian idea of the distribution of the sovereign 
authority, and from the other idea of local or regional control. There 
is no mention of representation as a corollary of taxation. This form 
of guarantee, which marks the beginnings or parliamentary govern- 
ment, could have no real significance for the Physiocrats. Taxation 
was just a right inherent in the conception of proprietary sovereignty, 
a territorial revenue, which tvas in no way dependent upon the people’s 
will. 

'■'It seems strange that such should he the opinion of a future President ( 
of the Constituent Assembly. How can we explain this apparent j 
contradiction and tuch love of despotism among the apostles of 
laissez-faire! 

Despotism, in the eyes of the Physiocrats, had a peculiar significance 
of its own. It was the v ! ork of freedom, not of bondage. v tt did not 
signify the rule of the benevolent despot, prepared to make men happy, 

agents cannot always be in complete harmony with every ■□(crest within the nation 
Thb a not the kind of administration contemplated by the Physiocrats. 'The 
sovereignty of the natural order is neither elective nor arisioeratic 'Only in the case 
of hereditary monarchy can all interests, both personal and individual, present and 
future, be clearly linked with those of the nation, by their copartnership in all the net 
products of the territory submitted to their care ” (Dupont, Vol. I, pp 355-360 ) 

This sounds very much like a eulogy of the House of Hohenzollem, delivered by 
William II. 

Very curious also are Dupont's criticisms of the parliamentary regime. In his letter 
to J. B. Say (p. 41 4) he notei “its tendency to corruption and canker," which had not 
then manifested itself in the United States of America. These letters, though very 
interesting, hardly belong to a history of economic doctrines. 

* “It is only when the people are ingenuous that we find real despot], because then 
die sovereign can do whatever he wills." (Dupont, p. 364 ) 

* Quesnay, Moatmu, I. The Physiocrats were in favour of a national assembly, 
but would give it no legislative power. It was to be just a council of State concerned 
chiefly with public works and with the apportionment of the burden of taxation. See 
hi. "Esmcin's mtmnie on the proposed National Assembly of the Physiocrats (Campus 
smJui dt VAcadfmie dee Sfienat Morales el Polttiques, 1904). 
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even against their own will. It was just the sovereig nty of th e ‘natura l 
orde r’ 1 — nothing more. Every reasonable person felt himself bound 
to obey it, and realized that only through such obedience could the 
truth be possibly known. 

It is quite different from the despotism of the ancient maxim, Sicul 
principi placuii Itgis kabet vigor em.* They would never have subscribed 
to the doctrine that the king’s word is law, but they were equally 
energetic in rejecting the claim of the popular will.* They are as far 
from modem democracy as they are from monarchical absolutism. 

This despotism was incarnate in the person of the sovereign or king. 
But he is simply an organ for the transmission of those higher laws 
which are given to him. ( They wo uld compare him with the leader of 
an orchestra, his sceptre being the baton that keeps .time. The'con- 
ductor’s despotism is greater than the Tsar’s, for every musician has 
to obey the movement of the hand, and that immediately.^ But this 
is not tyranny, and whoever strikes a false note in a spirit of revenge is 
* not simply a revolter, but also an idiot. 

'5 ^Sovereignty appealed to the Physiocrats in the guise of heredi- 
1 tary monarchy, because of its associations with property under the 
{ feudal regime, and since hereditary rights were connected with landed 
property so must royalty be^> The sovereign who best represents the 
Physiocratic ideal is perhaps the Emperor of China. 4 As the Son of 
Heaven he represents the ‘natural order,’ which is also the ‘divine 
order/ As an agricultural monarch he solemnly puts his hand to the 
plough once a year. His people really govern themselves; that i* ^ 
rules them according to custom and the practice of sacred rites.* 

“The personal despotism will only be the legal despotism of an obvtoui 
essential order. In legal despotism the obviousness of a law demands obedience 1 
the monarch enjoins it. Euclid u a veritable despot, and the geometrical truth! 
he enunciates are really despotic laws. The legal and personal despotism of the 
lator are one and the same. Together they are irresistible.” (Mercier de U Rr 
pp. 460-471.) This despotism is really not unlike that of Comte, who remarks 
there is no question of liberty of conscience In geometry. 

* “On the contrary," says Quesnay in a letter to Mirabrau, “this despotism 
sufficient guarantee against the abuse of power." 

* “That is an abominable absurdity,” says Baudeau, “for on this reckoning a 1 
majority vote would be sufficient to justify parricide." 

Is it necessary to point out that this is exactly the reverse of the view held by ii 
ventiocists and socialists of these later tunes, who think that the mission of the 1 
is to redress the grievances caused by natural laws? 

v/ * “That single supreme trill which exercises supreme power is not, strictly sped 
a human will at all. It is just the voice of nature — the will of Cod. The Ounese 
the only people whose philosophy seems to have got hold of this supreme truth, 
they regard their emperor as the eldest son of God." (Baudeau, p. 798 ) 

* Some writers — for example, Pantaleoni in his introduction to Arthur 1 -aWv 
‘ ’ - D*Ora* a taa s saso kr di Qmmjj — seem to think that the Phytiocrsue cn’ B ' 

• fatal 10 fctaial society, just as the socialistic critic Ians of the present tlm 
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In practice there will be nothing of great importance for the despot 
o do. “As kings and governors you will find how easy it is to exercise 
•our sacred functions, which simply consist in not interfering with the 
food that is already being done, and in punishing those few persons 
vho occasionally attack private property.” l ''Tnshort, the preservation -- >i ' 
)f the * nat ural ord er* and the defending of its basis — private property ' ^ 
—against" the attacks of the ignorant and the sacrilegious is the first I 
ind most important duty of the sovereign. •Oifa order of any kind is 
possible in society unless the right of possession is guaranteed to the 
members of that society by the force of a sovereign authority.”* 

I nstruction is the second duty upon which the Physiocrats lay 2. 
special stress: “ Universal e ducation,” says Baudeau, “jsjhc-first and 
only social tie.” Qucsnay is specially anxious for instruction on the 
‘natural order,’ and the means of becoming acquainted svith it Fur- 
ther, the only guarantee against personal despotism lies in well-diffused 
instruction and an educated public opinion. If public opinion, as 
Quesnay said, is to lead, it should be enlightened. 

Public works are also mentioned. A wise landlord has good roads & 
oniTus property, for good roads and canals improve it. These represent 
a species of avatues foruiires, similar to those undertaken by proprietors 
This is by no means all. 1 There are a number of duties recognized 
as belonging to the State, of which every economist of the Liberal 
school up to Bastiat and M. de Molinari approves. 

We will add one other trait. Like the Liberal school, the Physio- 
crats were whole-hearted ‘internationalists.’ In this respect they 
differ from their prototypes, the Chinese. 'They believed that all dais 
distinctions and all international barriers ought to be removed in the 
interest of political development, as well as in that of scientific study.* 

The peace advocates of to-day would do well to make the acquaintance 
of their illustrious predecessors. 

undermining the bourgeois society. Politically this is true enough, for the Physiocrats 
advocated the establishment of a single supreme monarch with undivided authority 
Economically it is incorrect, for their concepuon even of sovereignty and taxation 19 
impregnated with feudal ideas. 

1 Dupont, Ducours en til* des (Emits de Quesnay, Vol. I, p. 35. 

•Turgot, who is less inclined to favour agriculture, thinks that certain royal privi- 
leges must be granted before manufacturers can compete with agriculture {(Eurns, 
Vol.l, p. 360). 

* "One has come to regard the various nations as drawn up against one another 
in a perpetual state of war. This unfortunate prejudice is almost sacred, and is 
regarded a* a patriotic virtue." (Baudeau, p. 808.) 

The three errors usually committed by States, and the three that led to the down- 
fall of Greece, Baudeau thought, were arbitrary use of legislative authority, oppressive 
kasadon, and aggressive patriotism. (P. Ben.) 
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The bulk of the Physiocratic system is taken up with the exposition 
of a theory of taxation, which really forms one of the most characteristic 
portions of their work. Though inextricably bound up with the theory 
of the net product and with the conception of landed proprietorship, 
curiously enough it has survived the rest of their doctrine, and quite 
recently has been given a new lease of life. 

In the table showing the distribution of the national income three 
participators only are mentioned — the landed proprietor, the farmer, 
and the artisan. But there is also a fourth — the Physiocratic sovereign, 
who is none other than the State itself, and wfioThoroughly deserves a 
share. This benevolent despot, whose duties we have just mentioned, 
cannot be very exacting, for, having little to do, his demands must be 
moderate. In addition to his double mission of maintaining security 
and giving instruction, he roust also contribute towards increasing 
the productivity of the land by establishing public works, making 
roads, etc.* Money is required for all this, and the Physiocrats argued 
that taxes ought to be paid liberally,* and not grudgingly, as is too 
often the case under a parliamentary regime. Where is this money to 
come from? 

The reply is obvious if we have grasped their system. The only 
available fund is the net product, which is the only new wealth that 
is really dispensable — the rest is necessarily absorbed in the repay- 
ment of the advances made for the upkeep of the agricultural and in- 
dustrial classes. Were taxation to absorb a proportion of the revenues 
that are devoted to production it would gradually drain away t 
source of all wealth. So long as it only takes the surplus — the true i 
product, which is a mere tributary of the main stream — no harm v 


be done to future production. 

' I ‘'’All this is quite clear. But if taxation is to absorb the net prodv 
“the question arises as to who is to pay i t. It is equally evident tli 

> hvvnt on be reaped not only mult the cultivators incur the US 1 
outlay upon itock, etc., and the proprietor! upon clearing the land, but the pub 
i» authority must also incur some expense, which might be designated Manet) touitramfi 
•* (EaixJeau, p. 758.) 

* "The Government ought to be ten concerned with the talk of laving than wl 
the duty of ipenduig upon those operations that are necessary bt the protpenty 
the realm. This heavy expenditure will cease when the country has become wealth) 
(Quemay, Jiumt, XXVI.) 

"It is a narrow and churlish English idea which decree* that an annual sum iho* 1 
be annually voted to the Government, and that Parliament should reserve to Itn 
the right of refusing this taa. Such a procedure is a travesty of demoritrf" (Dupe* 
in a letter to J. B. Say.) ‘ „ 
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t can only be taken from those who already possess it, namely, from 
he landed proprietors, who must bear the whole burden of taxation, 
ust now we were amazed at the privileges which the Physiocrats so 
ight-hearted\y granted them', this is the ransom, and it is no light 
>ne. The next problem is how to assess this tax . 1 > 

The Physiocrats were extremely loth to rob the gentry of their 
ncomes, and a number of pages in their writings are devoted to a 
Justification of their claims upon them. Not only were they willing to 
leave them everything that was necessary to compensate them for the 
outlay of capital and labour, but also all that might be required to 
make the property thoroughly valuable and the position of the land- 
owner a most enviable one. 1 The preference shown for the landowner , 
is just the result of the social importance attributed to him by the 
Physiocrats. "If some other class were preferable,” says Dupont de 
Nemours, “people would turn their attention to that.” They would 
no longer spend their capital in clearing or improving the land. But 
if the possession of land be so desirable, is there not some danger lest 
everybody should become a landlord and neglect the other walks bf 
life? The Physiocrats thought not, for, since Nature has set a limit 
to the amount of land in existence, there must also be a limit to the 
number oflandowners. 

A third of the net product, or, if we accept Baudeau’s figures, six- 
twentieths — i.t., 30 per cent. — was to be paid in taxes. Taking the 
net product at 2 milliard francs, which is the figure given in the 
Explication da tableau economique, this gives us exactly 600 million francs 
as the amount of the tax. 1 

The proprietors, who were then for the most part free from taxa- 
tion, felt that this was a very considerable contribution, and that the 
Physiocrats demanded a heavy price for the high honour which they 
had conferred upon them. Even to-day a tax of 30 per cent, on the 
gross revenue of landlords would cause some consternation. The 

1 "The amount of the tax ai compared with the amount of the net product should 
be «uch that the position of the landed proprietor shall be the bett possible and the 
Hale of being a landowner preferable to any other state m society." (Dupont, 
P- 356) 

' If we compare this figure with the total gross revenue of France, valued then as 
S milliard francs, it would represent a tax of t» per cent-, which is rather heavy for a 
State that was supposed to be governed by the laws of the ‘natural order ’ The pro- 
portion which the present French Budget bears to the total revenue of the country it 

The French Budget of 1781, introduced by Keeler, corresponded almost exactly 
witlt the figure given by the Physiocrats, namely, $10 millions Of course, we ought 
fo add to tlui the ecclesiastical duet, the seigniorial rights, and the compulsory labour 
of every lind, which were to disappear under the Phyaioeratie regime. 
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^Physiocrats anticipated this objection, and in reply brought forward 
an argument which shows that they possessed exceptionally keen 
economic insight. They argued that none would feel the burden, 
seeing that no one was really paying it.^ Land would now be bought 
at 70 per cent, of its former value, so that the 30 per cent, nominally 
paid by the proprietor was in reality not paid by him at all. 1 Land 
let at £10,000 would be valued at £200,000. But with a tax of £3000 
it is really only yielding £7000, and its value will be £140,000. The 
buyer who pays this price, despite the fact that he has paid a tax of 
£3000, will enjoy all the revenue to which he has any claim, for he 
can only lay claim to what he has paid for, and he did not pay for 
that portion of the revenue which is affected by the tax. It is exactly 
as if he had only bought seven-tenths of the land, the remaining three- 
tenths being the State’s. And if at some later time this tax should be 
abolished, it would merely mean making him a present of £3000 a 
year — the equivalent of a lump sum of £60,000.* 

The reasoning was excellent for those buying land after the tax 
had been levied. It had, however, a much wider import than the 
Physiocrats thought, for it might be applied not merely to taxes on 
land, but also to taxes on capital. But this gave little consolation to 
those who were to have the honour of inaugurating the new regime, 
and the first task evidently was to convert them.* 

The sovereign’s position in the main is like that of the landed 
proprietors, which is in agreement with the Physiocratic conception of 
sovereignty. The landed proprietors and the king in reality form one 
class of fellow landowners, with the same rights, the same duties, and 

* "The tax is a kind of inalienable common property. When proprietors buy or 
sell land they do not buy and sell the tax. They can only dispose of that portion of 
the land which really belongs to them, after deducting the amount of the tax. TT>« 
tax is no more a charge upon property than is the right of fellow proprietors a burden 
upon one’s property. And 1 a the public revenue is not burdensome to anyone, emts 
nothing, and is paid by no one. Hence, it in no way curtails the amount of property 
which a person has." (Dupont, Vol. 1 , pp. 357-358.) 

* In order to give every security to proprietors the Physiocrats were anxious that 

ihe table of the property, when once it was fixed, should vary as little as 
Baudeau, however, recognized the advisability of periodical revaluations "in order 
that the sovereign power should always share in both the profits and the losses of the 
producte." And be addresses this important caution to the proprietors: “Take no 
credit to yourselves for the increase in the revenue of land. The thanks tie really due 
to the growing efficiency of the sovereign authority.” (P. 708.) , 

'“Let us observe, in passing, that the terms ‘taxation* and ‘public revenue^ 
base unfortunately become synonymous in the public mind. The term ‘taxation 
is always unpopular. It implies a charge that is hard to bear, and which every- 
body is anxious 10 shirk. The public revenue is the produet of the sovereign * 
landed property, which is dminet from his subjects’ property.” (Merrier de la 

Rivrfre, p. 451.) 
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ic same revenues, lienee the sovereign's interests are completely 
ound up with those of his country. 1 

'The Physiocrats attach ed the. greatest practical im portan ce to their 
seal system, and were thoroughly convincetTUiat'thc misery of the 
copie was due to the unequal distribution of the burden of taxation. 
Tiey thought that this was the true source or injustice— in short, that 
his was the social problem. To-day we ascribe misery to unequal 
istribution of wealth rather than to any particular fiscal system, and 
onscquently the Physiocratic view seems to us somewhat extreme, 
itffl, it was perhaps not so difficult to justify, in view of the frightful 
onditions of fiscal organization under the old regime. 

The objections which a single tax, levied only on the landed interest, 
vas bound to provoke were not unforeseen by the Physiocrats, nor did 
hey neglect to answer them. 

To the objection that it was unjust to place the burden of taxation 
Jpon the shoulde rs of a single class of the nation, 1 instead of dis- 
puting it equally among all classes, the Physiocrats replied that the 
statesman's ideal was not equal taxation, but the complete abolition of 
all taxation. This could only be achieved by taxing the ‘ net product.' 

Suppose that we agree that the taxes should be paid by some other 
class. The question then is to determine what class of the community 
should be chosen. 

Shall we say that the farmer must pay them? But after the ‘net 
product' has been deducted what remains for the farmer is just the bare 
equivalent of his original outlay. Consequently, if we take 600 millions 
from the farmers by tray of taxation there will be so much less capital 
for the land, resulting in a smaller gross product the following year, 1 
unless they agitate for a reduction of 600 millions in their rents. If 
they succeed this will leave the proprietors in the position of having 
* ‘‘The sovereign tales a fixed amount of the net product for hu annual income. 
Thu amount of necessity grows with every increase of the net product and diminishes 
with every shrinking of the product. The people's interests and the sovereign's are, 
consequently, necessarily one.” (Baudeau, p. 769.) 

This was the basis of Voltaire's livdy satire V Homme arte fuarmle levs. It treats 
of a wealthy financier who escapes taxation, and who makes sport of the poor agri- 

who pays taxes for both, although his income is only forty Inis 
, "Such a reduction of the necessary expenditure must result in diminished produc- 
hoti, because there can be no harvest without some amount of preliminary expense. 
Jou may check your expenditure, but it will mean diminishing your harvest — a 
decrease in the one means an equal decrease of the other. Such a fatal blow to the 
growth of population would, ui the long run, injure the landed proprietor and the 
•overeign ” (Dupont de Nemours, p 353.) 

A fall in the expenditure means a smaller harvest, which means that less will be 
expended upon m ahing preparation for the next harvest. Thu cyclical movement 
seems a terrible thing to those who have given it some thought,” (Mercief de Is 

p. 499 .) 
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tried in three communes of his principality, but, like most social 
experiments, failed. In two of the communes it was abandoned 'at the 
end of four years. In a third, despite its evil effects, it was prolonged 
until 1802. The increase in the land tax caused a veritable slump in 
the value of property just when the remission of taxes upon consump- 
tion was resulting in the rapid multiplication of wineshops and beer- 
houses. 1 It is unnecessary to add that the failure of the experiment 
did nothing to weaken the faith of the Margrave or his fellow Physio- 
crats. An experiment on so small a scale could not possibly be accepted 
as decisive This is the usual retort of innovators when social experi- 
ments prove failures, but we must recognize the clement of truth 
contained in their reply. 

Btifxf we wish to see the real results of the Physiocratie system we 
must look beyond the private experiments of a prince. Elsewhere the 
effects were much more faf-reaching. 

Thcj iscal aspect of the French Revolution owed its guiding inspira- 
tion to their ideas. Out of a budget of 500 million francs the Con- 
stituent Assembly decreed that about half of it — that is, 240 millions — 
should be got out of a tax levied upon land, equal to a tax of 2400 
million francs nowadays; and the greatest part of it was to be raised 
by direct taxation. 

y Distrust of indirect taxation, and of all taxes on comm odities . Is 
also a consequence of the Physiocratie system — a distrust that is 
bound to grow as society becomes more democratic. Most of the argu- 
ments in favour of direct taxation are to be found in the Physiocratie 
writings. But the chief one employed nowadays — namely, tha t indirect 
taxes often bear no proportion to the amount of the revenue, but weig h 
** heaviest upon those who have least, is not among them. This concern 
. about proportionality, which is merely another word for justice, was 
"quite foreign to their thoughts.* 

At a later stage of this work it will be our duty to call attention to 
the enthusiasm aroused by this old theory ofan imptl unique as advocated 
in the works ofan eminent American economist,* who renders homage 
to the Physiocrats for inspiring him with ideals altogether opposed to 
those of the landed proprietors. Ard a similar movement under the 
very same name — the single-tax system — is still vigorous in the United 
States. 

S See Garvon's instructive brochure Vn Prince tllemand phjtiocrat lot a rfturoi 
the Margrave's correspondence. 

• We find the word in one of Dupool'i letters to Say, but that ii much later. 

* I lenry Geoege dedicated his volume entitled Prelection tr Fret Trade to ihem 
because he considered that they were his matters. But Ml tribute bars its point 
somewhat when we remember that he admitted that he had never read them. 
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it r*i »1 advatitarrewn (nr il« «rxl ih»t vhal it l"~»T f. if ibr irx!i\*)ri»! it 
alvi ItrtT fur rvrr)1««!y Rul lh«» hlirtal ibwlrme Kail many advocatr* 
lieforr Ore l^ty»i<aCr»U 

) TW coocrptkm of five competition, mulling to (h* ritalfnlMneM 
of die km fir, wb«h It ibr moat tu)\rnl*p«^it pitcr (■* l»nh pimn, 
■nd iropire* the ctiinrtion of all uturrwj* prrf,i 

4 An imperfect !>ut y« *ej»rx] ir>e analvm c 4 pcndnrtron. *rv! of 
the vatjrtn diviuoo* of capital. An rtrrlVnt rlar>iriratn>n <f income* 
and of \V Vawt rf tbot dutnlwmon 

A collection of *tyutr*-uti which hair long UfKr become tUow. 
in favour of landed property 

From a practical point of tint wr have: 
t. The freedom of labour. 

a. Fm: trade tvithw * country, and an impxnxmatr appeal fur ihe 
freedom of foreign ttade. 

3. limitation of the function* of the Slate. 

4. A fmt-claw dcmomiration of the tuperiority of direct taxation 
over indirect. 

It u unjutt to reproach «he FliyVwcraM, at it totnetinv* done, ttith 
giving u» nothin* Iwt vxial met a phytic* A little oveftyttemirMion 
may prove utcful in die early itaprr of a tocnce. Iti trry fault* lutve 
tome uvf ul nett We mutt admit, however, that although iheir con- 
ception of ihc 'natural order' lupplied the foundation, or at lean the 
tea Holding. fi>r political economy, it Ix-came to intertwined with a 
kind of optimum that it nullified die work of the libera! achool 
etpeciaDy In France.* 

'liii™ to MmW ik la Rhyir: "We mow vlmirr lie way m which m4n 
beroox* an irui/umeni for the happinew <C other., and ihe manner In which thU 
happinew mni lo communicate itarlf In the wltnte Spealm* hterally, of mine I 
dn tv* know whether lliete wilt not he a few unhappy people rvrn in |hl« Slate but 
their number, will lx to tew ami Ihe happy one. wj| be %n numeroo. lhai we need 
not be much ermremed about lielpinj them. All our InlereaU and will, wit] be linled 
to the iflteml and wilt of the wwerrifrn. forming for our mm man mod a harmony 
which can only be minted a> the work of a kind IWxlence that willi that the land 



. Butthc greatest gap injhePhysiocratic doctrine is the t otal ab sence 
of any reference to value, and their grossly materlaf, almost terrestrial, 
^conception of production. They seldom mention value, ancTwhat 
little they do say is often confused and commonplace. Herein lies the 
source of their mistakes concerning the unproductive character of 
exchange and industry, which are all the more remarkable in view of 
the able discussions of this very question by a number of their con- 
temporaries. Among these may be mentioned Cantillon,* who 
resembles them in some respects and whose essay on commerce was 
published in 1755; the Abbe Galiani, who dealt with the question in 
his Della Moneta (1750); and the Abbi Morellet, who discussed the 
same topic in his Prospectus d'un nouveau dicliormaire du commerce (1769). 
More important than any of them, perhaps, is Condillac, whose work 
Du Commerce et du Gouvememenl was unfortunately not published until 
1776; but by that time the Physiocratic system had been completed, 
and their pre-eminence well established. 

Turgot, though one of their number, is an exception. He was 
never a thoroughgoing Physiocrat, an d his ideas concerni ng value are 
much more scientific.* He defines it as “an expression of the varying 
esteem which man attaches to the different objects of his desire.” 
This definition gives prominence to the subjective character of value, 
and the phrases “varying esteem” and “desire" give it greater 
precision.* It is true that he also added that besides this relative 
attribute value always implied “some real intrinsic quality of the 
object.” He has frequently been reproached for this, but all that he 


•hall be full of happy men." (Vot. II, p. 638.) Thij enchanting picture only apphe* 
to future society when the 'natural order' will be established. The optimism of the 
Physiocrats is very much like the anarchists'. 

1 Very little seems to have been known about Cantillon for more than a century alter 
his death. But, Lie all the rediscovered founders of the science, he has received con- 
siderable attention for some yean past. His influence upon the Physiocrats ha* 
perhaps been exaggerated. Mira beau's earliest book, L'Ami its Momma, which 
appeased just twelve months after Cantillon's work, is undoubtedly inspired by 
Cantillon. No discussion of his work is Included in the text because it seas felt that 
it ought interfere with the plan of the work as already mapped out. There are several 
articles in various reviews which deal with Cantillon's work, the earliest being that 
contributed by Stanley Jevons to the CmUmparery Bsiuw in 1881. ^ 

* Ytlaat H Atomuus. which dates from 1769, and again in his R/Jbxuns. Queina/» 
conception of value may be gleaned from his article entitled Momma, which remained 
unpublished foe a long time, and has only recemly appeared in the Rnvt fhulmrt 
itt iottnooi AnMii(ui It uxiala, Vol. I, No. t. 

*Ue dilates at considerable length on the distinction between estimative value 
{what would now be called subjective value) and appreciative (or social) value. The 
erst depends upon the amount of time and trouble we are willing to sacrifice in order 
to acquire it. in this connexion the notion <£ litnur-value appears. As to apprecia- 
tive valac, it differs from the preceding only in being »« “average estimative value." 
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meant to say -was that out desire always implies a certain correctness 
of judgment, which is indisputable unless every judgment is entirely 
illusory — and Turgot would never have admitted that. 

It is possible that Turgot inspired Condillac, and that he himself* 
owed his inspiration to Galiani, whose book, which appeared twenty 
years earlier, he frequently quotes. This work, contains a very acute 
psychological analysis of value, showing how it depends upon scarcity 
on the one hand and utility on the other. 

Besides a difference in his general standpoint, there arc other 
considerations which distinguish Turgot from the members of the 
Physiocratic school, and it would have been juster to him as well as 
more correct to have devoted a whole chapter to him. 1 Generally 
speaking, his views are much more modem and more closely akin to 
Smith’s. In view of the exigencies of space we must be content to 
draw attention to the principal doctrines upon which he differs from 
the Physiocrats. , 

The fundamental opposition between the productivity of agri- 
culture and the sterility of industry, if not altogether abandoned, is 
at least reduced in importance. 

O*. Landed property is no longer an institution of divine origin. 
Even the appeal to the "ground expenses” is dropped. As an institu- 
tion it rests merely upon the fact of occupation and public utility. 

-ft/ Movable property, on the other hand, holds a prominent place. 
The function of capital is more carefully analysed and the legitimacy 
of interest definitely proved. 

But we must tum to Condillac’s book if we want to see how the 
Physiocratic doctrine should be completed and expurgated of its 
errors. Condillac was already well known as a philosopher when, in 
bis sixtieth year, be published tbis new work in 1776. This admirable 
book, entitled Lt Commerce el U Couvemement consxiiris relatwemenl Vun 
& l' autre, contains an outline of most modern problems. The title 
gives no adequate indication of the character of the work, and possibly 
accounts for the oblivion into which the book has fallen. 

It is a genuine economic treatise, and not a medley of economic and 
political suggestions concerning social science, with an admixture of 
ethics and jurisprudence . 4 yalue is regarded as the foundation of the 
science, and the Physiocrats are thus out-classed from the very firsrij 
<y&lue itself is considered to be based upon utility, which is stripped of 

* Torgov, though a duriple of Quesnay, remained ouuide the Physiocratic school. 
He always referred lo them contemptuously as "the sect." 

* “I am so struck with Ons nouon that I think it must serve as the basis of this 
whole treathe." (Chapter i.) 
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its popular meaning, and given a scientific connotation which it has 
never lost It no longer implies an intrinsic, physical property of 
matter, but connotes a degree of correspondence between a com* 
m ty and a given human want. “Value is not an attribute of matter, 
ut represents our sense of its usefulness, and this utility is relative to 
our need. It grows or diminishes according as our need expands or 
contracts.” This is the foundation of the psychological theory of value. 

But this is not all— though a great deal. <£He clearly realizes that 
utility is not the only determinant of value; that quantity, i.r., scarcity 
or abundance, also exerases an important influence With admirable 
judgment he seizes upon the connexion between them, and shorn how 
the two statements arc united in one, for quantity only influences value 
according as its action upon utility intensifies or weakens demand. 

But since the value of things is based upon nerd it Is natural that 
a more keenlv felt need should endow things with greater value, 
while a less urgent nenl endows them with less. Value increases 
with scarcity ansi diminishes with plenty. In case of plenty it may 
even d.tapps-ur; a superabundant gosid will be valueless if one has 
no use lx it » 

Tins could not put more clearly to-day Here we have the germ of 
the theories of J-vnns and the Austrian school, though it took a long 
ume lo develop 

We might naturally esprit a superior treatment of exchange follow- 
»e* upon this rrw theory of value 'If value is simply the satisfaction 
U war t, extharsre creates two values when it satisfies two needs »t 
tl«- sire n-r,e\ I>.«- characteristic of exchange u that each of the two 
pui<ex yield* wfuit ir kjs in siifer.i hum lance In return for what it 
neetli tit whit is (riven up is superahund ml, is useless, and conse- 
quer'lv »*! jelrxi, wha! » drmande d h.u greater utility, and c«m»e- 
q-rrH'c f rater til ,r I wo n.rn come f/i market each with a useless 
l *-V, arrl rot I. ret irr.s wiih a useful one.* '(a if .sequent I y the Pfiysin- 
tr*'< mv- g that exr har-^r rw-an* no gam to anyone, or at Wit that 
*v* f •*--•> 1,1 te j . c',<r,f*-n*alei for the Um of the others, is seen til 

be r*d./ oil* CJjr. Ike flawon's • n.lil ly la 'Inane attempted a 
rtyt*, k«_-, S r r-* u.r* a.’fud t gt.rn, they oev-r lucrmlrtl Jrt re aiding 
tW w. 1 jer t. .» chj.-i, 'rr <-f value 

1 5 •thJ, I r.ik^utL 
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This same theory should have carried Condillac a stage further, 
and helped in the rectification of the Physiocratic error concerning 
production. value is simply utility and utility itself is just the 
correspondence between things and our demand for them, what is the 
agency that produces this harmony between things and desires^ It is 
very seldom that nature succeeds in establishing it. "Nature is fre- 
quently fertile in things we have no desire for and lavish of what is 
useless" — a profound remark that ought to have cooled the Physio- 
crats’ lose of the Alma Parent. “Matter is transformed and made 
useful by dint of human labour. Production means giving new form 
to matter.” 1 If this be true, then there is no difference between 
agricultural and industrial production, for they both transform what 
already exists. 1 * 

Moreover, the theory proves very dearly that if artisans and pro- 
prietors are dependent upon the agriculturists — as, indeed, they are- — 
the latter in their turn are nothing but artisans. “ If some one asks 
whether agriculture ought to be preferred to manufacture or manufac- 
ture to agriculture, we must reply that we have no preferences, and 
that the best use should be made of both.’’ 1 

Lastly, his definition of wages, short as it is, is of immense signifi- 
cance. "Wage? represent the share of the product which is due to 
the workers as co-partners.” 4 Wages only ‘represent’ the share that 
is due to the workers. In other words, the wage-earner, either through 
want of vyill or of power, cannot exercise his rightful claim to his own 
Work, and simply surrenders the claim in return for a money price. t 
This constitutes his salary, which is regulated, like every other price, 
by competition between buyers and sellers. _Condi!lac_ makes no 
.reference to an iron law of wages, but regards them as determined by 
" the force s of demand'and supply. He does, however, hint at the 
implicit alliance which exists between capital and labour. 4 

From a practical standpoint also, especially in his defence of free 
labour and his condemnation of corporations, Condillac is more cate- 
gorical than the Physiocrats. “All these iniquitous privileges,” he 
writes, “have no claim to a place in the order beyond the fact that 
they are already established.” He is as persistent as Turgot in his 

1 It Commerce it It Gauoerrument, Part I, chapter ix. 

'"Even where the land is covered with products there is no addiuoaal material 
beyond what there was formerly. They have just been given a new form, and wealth 
consists merely of such transformations.*' 

* Hf W , Pan I, chapter xxix. 

. 4 In a study of the wage bargain we find Chatelain giving expression to similar 
ideas, though apparently knowing nothing of Condillac's work. 

1 lid., chapter xv, para. 8. 
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justification of the taking of interest and in his demand for the deter- 
mination of the rate by competidon. This very elegant argument is 
employed to show its similarity to exchange: Exchange implies com- 
pensation for overcoming the drawbacks of distance, whether of place 
or of time . 1 Exchange generally refers to place, interest to time, and 
this is really the foundadon of the modem theory, 


CHAPTER II: ADAM SMITH 

Notwithstanding the originality and vigour displayed by th e Physio - 
crats, they can only be regarded as the heralds of the ne w science. 
Adam Smith,* it is now unanimously agreed, is its true founder. The 

1 See Turgot, Mlmaire sur let frits S' argent, p. 139- “In every bargain involving the 
taking of micro! a certain lum of money is given now in exchange for a somewhat 
larger lum to be paid at »ome future date, difference of time as well as of place maket 
a real difference to the value of money." Further on he adds ( p. r 27) : “ The difference 
is familiar to every one, and the well-known proverb ‘A bird in the hand is worth two 
in the bush’ is simply a popular way of expressing it." 

* The life of Adam Smith presents nothing remarkable. It is easily summed up in 
the story of his travels, his professional activities, and the records of his friendships, 
and among these his intimacy with Hume the philosopher has become classical. He 
was bom at Kirkcaldy, in Scotland, on June 5, 1733. From 1737 to 1740 he studied 
at the University of Glasgow under Francis Hutcheson, the philosopher, to whom he 
became much attached. From 1 7+0 10 1 746 he continued his studies al Oxford, where 
he seems to have worked steadily, chiefly by himself The intellectual stale of the 
university was at that lime extremely low, and a number of the professors never 
delivered any lectures at alL Returning to Scotland, he gave two free courses eif 
lectures at Edinburgh, one on F.nglish literature and the other on political economy, 
in the course of which he defended the principles of commercial liberty. In I73 1 
be became Professor of Logic at Glasgow, at that time one of the best universities In 
Europe. Towards the end of the year he was appointed to the ehair of Moral Philo- 
sophy, which included the four divisions of Natural Theology, Ethics, Jurisprudence, 
and Politics within its curriculum. In 1739 he published his Theory »J Moral Senti- 
ments, which speedily brought him a great reputation. In 1764. when forty yean of 
age, he quitted the professorial chair at Glasgow University and accompanied the 
young Rile of IJuccleuch, son-in-law of Charles Towns Send, the celebrated sialnman, 
on bit travels abroad. IN itJi the young nobility of this period foreign travel frequently 
took tbe place of a university training, on account of the disrepute Into which the latter 
had hilm. Smith was given a pension of £ 300 a year for the rest of his life, *0 that 
the mere material advantage was considerably In excess of his earnings as a profc-vsof . 
The years 1764-66 were spent m this way. A year and a half was passed St Toulouse, 
two month* at Geneva, where be met Voltaire, and another ten months at Pans 
IVU> In Pans he became acquainted with the Physiocrats, particularly with Turgot 
and tbe Eetyciuprdiscs- It was al Toulouse that he begin his IFso/iA »/ Saltans 
Renaming t a Seorland in 1 767, be went In bvc with bis mother, with the sole of fret 
of devoting kinarif to this work By 1773 the book was nearly complete. But 5tW'k 
■waved B Lood o a. ud the work dal not appear till 1776. By ibis achievement Smith 
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p pea ranee ofhis great work on the Wealth ef Kalians in 177G instantly 
diyiscd the tentative efforts of his predecessors. To-day the Physio- 
ratic doctrines scarcely do more than arouse historical curiosity, while 
mith’s work has been the guide for successive generations of ccono- 
nists and the starting-point of all their speculation. Even at the 
iresent day, despite many changes in the fundamental principles of 
he science, no economist can afford to neglect the old Scots author 
silhout unduly narrowing his scientific horizon. 

Several reasons account tor the commanding position hdd by this 


xowned the great eclebniy which he already enjoyed. In January ■ 77O Smith was 
ippoiutcd Catvumss.uiaet of Custom* at Edinburgh, a distinguished position which 
le held until his death in 1790 

All that we know of Smith'* character thews him lo have been a man of tender 
cetings and of great refinement of character. Hu absent-mindedness has become 
proverbial. In politics his sympathies were with the \V higs. In religion he associated 
tiimsetf with the deists, a school that was gteatly in vogue towards the end of the 
eighteenth century, and of which Voltaire, who was much admired by Smith, was 
the most celebrated representative. 

For a long tune the only life of Smith which we possessed was the memoir written 
by Dugald Stewart, Account of the Life and Writings 0 f Adam Smith, and read by him in 
V793 before the Royal Society of Edinburgh. It appeared tn the Ttanuulio*) of the 
•ociety for 1794, and was published us volume form in 1811 along with other bio- 
graphies, under the tide of Bxopaphual Memoirs of Adam Smith, Robertson, eU , by 
Dugald Stewart. To-day we are more fortunate. John Rae us hu charming Lift of 
Adam Smith (London, 1895) has succeeded ui bringing to light all that we can know 
of Smith and his circle. To him we are indebted for most of the details we have given. 
In 1894 James Ronar published a catalogue cif Smith’s library, containing about 8300 
Volumes, and comprising about two-thirds ofhis whole library A still more important 
contribution to the study of Smith's ideas has been made by Dr Edwin Cannan, who 
in- 1896 published Lectures an Justice, Paha, Revenue, and Anns, delivered in Glasgow by 
Adam Smith, from Notes tain by a Student in 1363 (Oxford). This represents the course 
of lectures on political economy delivered by Smith while professor at Glasgow. A 
manuscript copy of the notes taken in this course by a student, probably m 1763, 
W’as accidentally discovered by a London solicitor in 1876. These notes were in 1895 
forwarded to Dr Cannan for publication. They are especially precious in helping 

lu to understand Smith's ideas before his stay in France and his meeting with the 

Physiocrats. Of the numerous editions of the Wealth ef Nations which have hitherto 
been published, the more important are those of Buchanan, McCulloch, Thorold 
Rogers, and Nicholson. The best critical edition is that of Dr Cannan, published in 
1904 by Methuen, containing very valuable notes. This is the edinon we have used. 

In 1937 » very valuable addition was made to our knowledge of the life and 
family of Adam Smith by \V. lb Scott, who, on the 200th anniversary of Smith's 
matriculation at Glasgow University, published a huge vduroe entitled Adam Smith 
at Student and Professor (Clasgow, 1937, 445 pp 4m) la contents include, besides 
unpublished letteis, a document of very great value— a summary of Smith's economic 
ideas, compiled by himself and sent, about the year 1760, to Charles Townshend 
This manuscript contains an admirable account of the division of labour, even more 
interesting than that given in The Wealth of Nations, and allows us a glimpse of the 
entire sociological and philosophical range ascribed by Smith to the division of labour 
as the foundation of the wealth of human societies The manuscript was rediscovered 
B cchT'ch* 10 ' 0 ''^ ^ P' l f >crs P reserve< f '<* *>ue of the residences of the late Duke of 
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book — a position which no subsequent treatise has ever successfully 
rivalled. 

«• First is its supreme literary charm. It is above all an interesting 
book, bristling with facts and palpitating wltFTITie.'The burning 
questions of the hour, such as the problems presented' by the colonial 
regime, the trading companies, the mercantile system, the monetary 
question, and taxation, supply the author with congenial themes for 
his treatment. His discussion of these questions is marked by such 
mastery of detail and such balance of judgment that he convinces 
' * without effort. His facts arc intermixed with reasoning, his illustra- 
’ lioAs with argument. He is instructive as well as persuasive. Withal 
rr there is no trace of pedantry, no monotonous reiteration in the work, 
p and the jreader is not burdened with the presence of a cumbe rsome 
logical apparatus. All is elegantly simple. Neither is there the slightest 
suggestion of the cynic. Rather a passion of genuinely human 
sympathy, occasionally bordering upon eloquence, breathes through 
the pages. Thanks to rare qualities such as these we can still fee! 
something of the original freshness of this old book. 

■’ In addition to this. Smith has been successful in borrowing from 
his predecessors all their more important ideas and welding them into 
a more general system. He superseded them because he rendered their 
work useless. A true social and economic philosophy was substituted 
< for their fragmentary studies, and an entirely new value given to their 
contributions. Taken out of their isolation, they help to illustrate his 
general theory, becoming themselves illuminated in the process. 

Like most great writers. Smith knows how to borrow with out lin - 
• pairing his originality. -"Over a hundred authors are quoted "inTus 
book, though their names are not always mentioned. Some, at least, 
of the writers who exercised such influence over him, and opened up 
the path which he afterwards followed, deserve more than a passing 
reference. 

The first place among these belongs, perhaps, to Hutc heson,. Smith s 
I** predecessor in the chair of Moral Philosophy at Glasgow. The divisions 
^ of the subject arc almost identical with those given by Hutcheson, and 
many of Smith's best-known theories can be traced in the System of 
^ Moral Philosophy published by Hutcheson in 1755, but which we know 
was written long before. Hutc heson laid great stress upon the. supreme 
importance o f division of labour, and his views on such questio ns as 
the ongin and variations in the value of money and the possibility 01 
com or la bour affording a more stable standard of value closely 
resemble those of the Wealth of Nations. 

David Hume is a near second. Smith refers to him as “by far the 



nost illustrious philosopher and historian of the present age,” 1 and 
ram 1754 onward they were the closest of friends. Hume was already 
he author of some essays on economic questions, the most important 
imong them dealing with money, foreign trade, the rate of interest, 
etc. These, along with several other writings, were published in the 
Political Discourses in 1752. Hume’s examination of these problems 
displays his original penetrative thought, and there is evident the 
profundity and lucidity of treatment characteristic of all his writings. 
The absurdity of the Mercantile policy and of interfering with the 
natural tendency of money to adapt itself to the needs of each com- 
munity, the sophistry of the balance of trade theory, and the impious 
consequences resulting from commercial jealousy among nations are 
exposed with admirable force in these essays. No doubt ' the essays 
left a great impression upon Smith. He quoted them in his lectures 
at Glasgow, and Hume consulted him before bringing out a second 
edition. It is true that Smith eventually became the stauncher Liberal 
of the two. Hume, in his essay on the Balance of Trade, recognized the 
legitimacy of certain protective rights which Smith wished removed 
altogether. Still, it was to Hume that Smith owed his conversion to the 
liberal faith. 

On this matter of commercial liberty there was already, towards 
the end of the seventeenth and the beginning of the eighteenth cen- 
turies, a small but a growing band of Mercantilists who had begun to 
protest against the irksomeness of the Customs regulations. They were, 
of course, still largely imbued with mercantile prejudice, but they are 
rightly classed as “liberals.” Just as in France Boisguillcbert had 
foreshadowed the Physiocrats, so in England Child, Petty, Tucker, 
Dudley North, and Gregory King had been preparing the way for a 
more liberal policy in foreign trade. 1 

In addition to Hutcheson and Hume one other writer must he 
mentioned in this connexion, namely, Bernard d e Mandeville. He 
was not an economist at all, but a doctor with considerable philo- 
sophical interests. In 1704 he had published a poem, which, along 
with a number of additions, was republished in 1714 under the title 
of The Fable of the Bees 4 , or. Private Vices Public Benefits. <^The fundamental 
idea of the book, which caused quite a sensation at the time, and 
. which was seized by order of the Government, is that civilization — 
understanding by that term not only wealth, but also~the arts and 
sciences— is the outcome, not of the virtues of mankind, but of what 

* WeatAtf Ji’alioni (Caiman's edition), VoL II, p. 975. 

On this point/ as on all tilt concerns Mercantilism, see Heckscher's Book with 
that title, published in Swedish in <931 and since translated into German and Engbjh. 
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Mandeville calls its vices; in other words, that the desire for well- 
being, comfort, luxury, and all the pleasures of life arises from our 
natural wants. The book was a sort of apology for the natural man 
and a criticism of the virtuous. 

Smith criticized Mandeville in his Theory of Moral Sentiments , 1 and 
reproached him particularly for referring to tastes and desires as vices 
though in themselves they were nowise blameworthy. But despite his 
criticism Mandeville’s idea bore fruit in Smith's mind. Smith in his 
turn was to reiterate the belief that it was personal interest (in his 
opinion no vice, but an inferior virtue) that unwittingly led society in 
the paths of well-being and prosperity. A nation’s wealth for Smith 
as well as for Mandeville is the result, if not of a vice, at least of a. 
natural instinct which is not itself virtuous, but which is bestowed 
upon us by Providence for the realization of ends that lie beyond our 
farthest ken. 

Such are the principal writers in whose works we may find an out- 
line of some of the more important ideas which Smith was to incor- 
porate in a true system. 

Mere systematization, however, would not have given the Wealth of 
Nations its unique position. Prior to Smith’s time attempts had been 
made by Quesnay and the Physiocrats to outline the scope of the 
science and to link its various portions together by means of a few 
general principles. Although he was not the first to produce a con- 
nected scientific treatise out of this material, he had a much greater 
measure of success than any of his predecessors. 

^Smilh owed much to the Physiocrats, but he had little personal 
acquaintance with them beyond that afforded by his brief stay in Paris 
in i7fi5.V51ight as the intimacy was, however, there is no doubt about 
the influence they had upon him. It is also very improbable that he 
had read all their works: Turgot’s Rifitxxons, for example, written m 
Ijfifi, but only published in fjCty-jo, was probably not known to him. 
But frequent personal converse with both Turgot and Quesnay had 
helped him in acquiring precise first-hand knowledge of their views. 
We can easily guess which ideas would attract him most. 

On one point at least he had no need to be enlightened, In 
tl< matter of economic liberalism he hail long been known »• * 
d-xighty champion. But the ardent tilth of the Physiocrats must have 
strengthened his own brhff very considerably. 

Qn fe- other hand, it appears that he borrowed from the Phvsio- 
*t|-s tie important idea coneertung the distribution of the annual 

* » u*x, £ a «t« yrt, p*rt a rw, » oomUii of 

Sjummu 
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venuebetuTtn the various clas ses in the nation. In his lectures at 
lasgow he scarcely mentions anything except production, but in the 
health of Nations an important place is given to distribution. ^The 
inference can hardly be explained except upon the hypothesis of 
mith’s growing acquaintance with the Tableau icortomiqw and the 
leory of the ‘net product.’^ 

'But admitting that he borrowed what was most characteristic and 
lost suggestive in their teaching, his treatment of its many compli- 
ated aspects is altogether superior to theirs. The Physiocrats were so 
npressed by the importance of agriculture that they utterly failed to 
re the problem in its true perspective. They scanned the field through 
crevice, and their vision was consequently narrow and limited, 
■mith, on the other hand, took the whole field of economic activity 
s his province, and surveyed the ground from an eminence where the 
icw was clearest and most extensive. 

economic world he regarded as a vast workshop created by 
livision of labour, one universal psychological principle — the desire of 
•vpryone to better his lot— supplying unity to its diverse phenomena^ 
Political economy was at last to be based, not on the interests of a 
^articular class, whether manufacturing or agricultural, but upon a 
:onsideTation of the general interest of the whole community.^ Such 
we the directing principles, that inspire the whole work, the guiding 
lints amidst what had hitherto seemed a mere chaos of economic 
Pacts. Contemporaries never counted upon the difficulties which the 
new science was bound to encounter, so great was their enthusiasm 
»t having a fixed standpoint from which for the first time the complex 
interests of agriculture, industry, and commerce might be impartially 

surveyed. With Smilh the study^ emerged from the ‘system’ stagehand 

became a sci ence. 

Our examination of Smith’s views will be grouped around three 
points: 

{I) Division of labour. 

(II) The ‘natural’ organization of the economic world under the 
influence of personal interest. 

(III) Liberalism. 

It DIVISION OF LABOUR 

It was Quesnay who had propounded the theory that agriculture ?■ 
was the source of all wealth, both the State’s and the individual’s. 1 * 
Adam Smith seized upon the phrase and sought to disprove it in h»s ' 
1 Onclen's edition, p. 33>. 
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shear* with Vihich the shepherd cJijw the wool. The miner, the 
builder of the furnace for smelting the ore, I he Teller of the timber, 
the burner of the charcoal to be made u<c of in the i melting- home, 
the brick -maker, the brick-layer, the workmen who attend the fur- 
nace, the tnill-wright, the forger, the smith, must all of them join 
their different arts in order to produce them. Were we to examine, 
tn the same manner, all the different parts of his dress and household 
furniture, the coarse linen shirt which he wean next his skin, the 
shoes which cover his feet, the lied which he lies on, and all the 
different parts which compov it, the kitchen-grnir at which he pre- 
pares his victuals, the coals which he makes use of for that purpose, 
dug from the bowels of the earth, and brought to him perhaps by a 
long sea and a long land carriage, all the other utensils of his kitchen, 
all the furniture of his table, the knives and forks, the earthen or 
pewter ptates upon which he serve* up and divides his victuals, the 
different hands employed in preparing bis bread and his Ireer, the 
glass window which lets in the Krat and the light, and keeps out the 
wind and the rain, with all the knowledge and art requisite for pre- 
paring that beautiful and happy invention, without which tnese 
northern parts of the world could scarce have afforded a very com- 
fortable habitation, together with the tools of all the different work- 
men employed in producing those different convenieneies; if vve 
examine, I say, all these things, and consider what a vancty of 
labour is employed aliout each of them, vve shall be sensible that 
without the assistance and co-operation of many thousands, the very 
meanest person in a civilized country could not be provided, even 
according to, what we very falsely imagine, the easy and simple 
manner in which he is commonly accommodated. 

» Divisio n of l a bour is simply the spontaneous realization of a particu- 
lar form of this social co-opera tion> Smith’s peculiar merit lies in 
placing ibis fact in its true position as the basis of his whole work. The 
book opens upon this note, whose economic and social importance 
has been so frequently emphasized since that it sounds almost common- 
place to-day. 

This divis ion of labour effects an easy and natural combination of 
economic e fforts forjhe creation of the national dividend. Whereas 
animals confine themselves to the direct satisfaction of their individual 
needs,' men produce commodities to exchange them for others more 
immediately desired. Hence there results for the community an enor- 
mous increase of wealth; and division of labour, by establishing the 
co-operation of all for the satisfaction of the desires of each, becomes 
the true source of progress and of well-being. 

1 "la almost every other race of animab each individual, when it is .grown up to 
macumy, vs entirely independent, and in it* natural state has occasion Tot the assistance 
of no other living creature.” (HWl/i of Nations, Boot I, chapter ii: Carman Vol I 
D. 16.1 *- ■ * 
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opening sentence by giving to wealth its true origin in the genera 
activity of society. 

The annual labour of every nation is the fund which original!} 
supplies it with all the necessaries and conveniences of life whidl: 
' it annually consumes, and which consist always either in the imme- 
diate produce of that labour or in what is purchased with that 
produce from other nations. 

/^Labour is the true source of wealth.^ When Smith propounded this 
celebrated theory, which has given rise to so many misunderstandings 
since, it was not intended that it should minimize the importance ol 
natural forces or depreciate the part which capital plays in production. 
No one, except perhaps J. B. Say, has been more persistent in empha- 
sizing the importance of capital, and to the land, as we shall presently 
see, he attributed a special degree of productivity.^ But^romjhevery 
outset Smith was anxious to emphasize the distinction between his 
doctrine and that of the Physiocrats.^o he definitely affirms that It is 
human activity and not natural forces which produces the mass of 
commodities consumed every year.) Without the former’s directing 
energy the latter would for ever remain useless and fruitless.. 

He is not slow to draw inferences from this doctrine. '•Work, _cmj 
ployed in the widest sense, and not nature, is the parent of wealth— 
not the work of a single class like the agriculturists, butjhe work of 
all classes. Hence all work has a claim to be regarded as productive. 
-Tlie nation’s annual income owes something to every one who toils. 
It is the result of their collaboration, of their “co-operation," as he 
calls it. There is no longer any need for the distinction between the 
sterile and the productive classes, for only the idle are sterile. 
v--A nation is just a vast workshop , wh ere the labour of each, however 
diverse in character, adds to the wealth of all. ~The passage in which 
Adam Smith expresses this idea is well known, but no apology u 
needed for quoting it once again.* 

What a variety of labour too is necessary in order to produce the 
tools of the meanest of those workmen! To say nothing of sue 
complicated machines as the ship of the sailor, the mill of the * u . 5* 
or ev en the loom of the weaver, let us consider only what a varie y 
of labour is requisite in order to form that very simple machine, 

• The theory that ihm are three hclon of proHuclion, which ha, lince 
rcmnonpUfr of economic*, u not to be found in Smith. Indirectly, however, 
be kbo originated the vie* by djlingtiuhiag in hi* treatment of dnt»'Ui tu3 ° he 
the tnriju* toorrrt of revenue. The d junction once made, it war quite incur 
ctnnln each mure* a* a (actor of production; and thi* u juit what/. P- -’•‘J 
hi* 7 ,mIu, (ltd ett, chapter* iv and *). CJ Cinnrn'i ltu>orj t ] i he 7 Vwt« »/ 
tua ad DchiSaC*". p 40 (1S94). 

• l*Mri ^SUums, Boo* I. Chapter I; Carman - , edition. Vo! I,PP , 
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shears •with 'which the shepherd clips the wool. The miner, the 
builder of the furnace for smelting the ore, the feller of the timber, 
the burner of the charcoal to be made use of in the smelting-house, 
the brick-maker, the brick-layer, the workmen who attend the fur- 
nace, the mill-wright, the forger, the smith, must all of them join 
their different arts in order to produce them. Were we to examine, 
in the same manner, all the different parts of his dress and household 
furniture, the coarse linen shirt which he wears next his skin, the 
shoes which cover his feet, the bed which he lies on, and all the 
different parts which compose it, the kitchen-grate at which he pre- 
pates his victuals, the coals which he makes use of for that purpose, 
dug from the bowels of the earth, and brought to him perhaps by a 
long sea and a long land carriage, all the other utensils of his kitchen, 
all the furniture of his table, the knives and forks, the earthen or 
pewter plates upon which he serves up and divides his victuals, the 
different hands employed in preparing his bread and his beer, the 
glass window which lets in the Ifeae and the light, and keeps out the 
wind and the tain, with all the knowledge and art requisite for pre- 
paring that beautiful and happy invention, without which these 
northern parts of the world could scarce have afforded a very com- 
fortable habitation, together with the tools of all the different work- 
men employed in producing; those different conveniencies; if we 
examine, I say, all these things, and consider what a variety of 
labour is employed about each of them, we shall be sensible that 
without the assistance and co-operation of many thousands, the very 
meanest person in a civilized country could not be provided, even 
according to, what we very falsely imagine, the easy and simple 
manner in which he is commonly accommodated. 

v*j3ivisi on of lab our is simply the spontaneous realization of a particu- ' 
lar form of this social co-operation> Smith’s peculiar merit lies in ' 
placing tins fact in its true position as the basis of his whole work. The 
book opens upon this note, whose economic and social importance 
has been so frequently emphasized since that it sounds almost common- 
place today. 

This division of labour effects an easy and natural combination of 
econo mic efforts for the creation of the national dividend. Whereas 
animals coniine themselves to the direct satisfaction of their individual 
needs, 1 men produce commodities to exchange them for others more 
immediately desired. Hence there results for the community an enor- 
mous increase of wealth; and division of labour, by establishing the 
co-operation of all for the satisfaction of the desires of each, becomes 
the true source of progress and of well-being. 

’“In almost every other race of animals each individual, when it is grown up to 
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The disadvantages, moreover, were not altogether lost sight of, and it 
would be difficult to find a more eloquent plea for some counteracting 
influence than that which Smith puts forward in the fifth book of the 
Wealth of Nations. “In the progress of the division of labour,” he 
remarks 

the employment of the far greater part of those who live by labour, 
that is, of the great body of the people, comes to be confined to a 
few very simple operations; frequently to one or two. But the man 
whose whole life is spent in performing a few simple operations, of 
which the effects too are, perhaps, always the same, or very nearly 
the same, has no occasion to exert his understanding, or to exercise 
his invention in finding out expedients for removing difficulties which 
never occur. He naturally loses, therefore, the habit of such exertion, 
and generally becomes as stupid and ignorant as it is possible for 
a human creature to become. 1 

Thii passage seems in contradiction with the ideas expressed above. 

At one moment constant application to one particular kind of work 
is regarded as the mother of invention, at another the unremitting 
task is branded as a fertile cause of stupefaction. The contradiction is, 
however, more apparent than real. An occupation at first stimu- 
lating to the imagination may, if constantly punned, result in mental 
torpor. Smith's conclusions are at any rate interesting.Mfi order to 
remove the inconveniences resulting from over-specialization he 
emphasizes the need for bringing within reach of the people, even of 
imposing upon them, a system of education consisting of the three R’s* 
—such education to be supplied through institutions partly supported 
hy the State. We can imagine the shock which such heterodoxy must^ 
have given to the prophets of laissez-faire. Fortunately it was not the 1 
only one they had to bear. 

Smith next proceeds to indicate the limits of this division of labour. 

Of such limits he mentions two: \tf\n the first place it must be limited 
“)■ the extent of the market. 

When the market is very small, no person can have any en- 
couragement to dedicate himself entirely to one employment, for 
** *** the power to exchange all that surplus pirt of the produce 
otlus own labour, which is over and alwve his own consumption, 
wrsuch parts of the produce of oilier men’s labour as he li3S occasion 


nwt* #/ A'aftni, Book V, chapter!, Part HI, art. *; Carman, Vo! II, p 
* '* *■ vrt ! «"xtt r, pence the puU.e can taeilnatr, ran encourage. and c 

upon alm.ni lh* whole 1»>1» of the people, the orrmitv of arquinr 
P P,!t * ^ IJW.SookV. chapter I, Pan HI. art » 

* ‘H, tV«V t. chapter ui; VnJ. I. p in 
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This is why foreign trade, including trade with the colonies, by extend- 
ing the market for some products is favourable to further division of 
labour and a further increase of wealth. (o)^lhe other consideration 
which, according to Smith, limits division of labour is the quantity of 
capital available . 1 The significance of this observation is not quite so 
obvious as that of the former one. Here it seems to us that a con- 
clusion drawn from one particular trade has been applied to industry 
as a whole. It may be true of a private manufacturer that he will be 
able to push technical division oflabour further than any of his rivals 
provided he has more capital than they; but taking society as a whole 
it is clear that the existence of division of labour enables the same 
product to be produced with less capital than is necessary for the 
single producer.* 

Such is an outline of Adam Smith’s theory of division of labour— a 
theory so familiar to every one to-day that wc are -often unable to 
realize its importance and to appreciate its originality, and this despite 
the fact that certain sociologists like Durkheim have hailed it as 
supplying the basis of a new ethic, vjuxtaposed with the Physiocratic 
theory, it is not very difficult to realize its superiority. 
s/To the Physiocrats the economic world was a hierarchy of classes. 
The agriculturist in some mysterious way bore the “whole weary 
weight of this unintelligible world” upon his own shoulders, giving to 
* the other classes a modicum of that sustenance which he had wrested 
from the soil. Hence the fundamental importance of the agricultural 
classes and the necessity for making the whole economic system sub- 
ordinate to them. vAdam Smith, on the other hand, attempted to get 
of production as a whole. He regarded it as the result of a 


scries of joint undertakings engineered by the various sections < 


society and linked together by the tic of exchange. The progress 0 


each section is bound up with that of ever)' other. To none of these 
classes is entrusted the task of keeping all the others alive; all arc 
equally indispensable. The artisan who spares the labourer the task 
of building his house or of making his shoes contributes to- the accumu- 
lation of agricultural products just as much as the ploughman who 


1 “As the accumulation of stock must, in the nature of things, be previous to “> 
division oflabour, so labour can be more and more subdivided in proportion 
stock is previously more and more accumulated.*' (It Utt 0 f Natural, Book II, 

Cannan, VoL I, p. 239 ) It is true that in another passage he speaks of the quantity 
stock which can be employed in any branch of business depending very much upon 
that of the labour which can be employed in it (Hid , Book I, chapter x, Part II; • ol - *» 
p. *37-) But this observation remains isolated, sble the former represents his true ^ 

* Cf. Cannan '1 penetrating criticism of this idea of Smith's in Thmiti of PnducbM 
md Diltributio", pp. Bo-63. 
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frees the artisan from turning the furrow or sowing the seed. The 
progress of national wealth cannot be measured in terms of a single 
net productfit must be estimated by the increase in the whole mass of 
commodities "pla ced at the disposal of consumers. 

'^One very evident practical conclusion follows; namely, that taxa- . 
tion should fall, not upon one class, as the Physiocrats wished, but * 
upon all classes alike.> As against the impdt unique, Smith advocates 
multiple taxation which shall strike every source of revenue equally, 
labour and capital as well as land; and the fundamental rule which 
he lays down is as follows; if The subjects of every State ought to 
contribute towards the support of the Government, as nearly as 
possible, in proportion to their respective abilities; that is, in propor- , 
tion to the revenue which they respectively enjoy under the protection 
of the State?} 1 This is his famous maxim of equality so frequently 1 
quoted in every financial discussion.* 

It is very curious that Smith should have failed to make the best 
possible use of this theory. Its full significance was lost upon him. 
T he the ory of division of labour alone was sufficient to dispose of the 
whole Physiocratic system. Nevertheless, in the last chapter of Book IV 
we find him still valiantly struggling to disprove the conclusions of the 
Physiocrats, by the aid of arguments not always very convincing 
Forgetting his principle of division of labour, he even adopts a part of 
their thesis and finds himself entangled by the invalid distinctions 
which they had drawn between productive and unproductive workers. 
He simply gives another definition and describes as unproductive all 
works which “perish in the very instant of their performance, and 
seldom leave any trace or value behind them for which an equal 
quantity of service could afterwards be procured.”* All these services, 

Thi* « the fir»t of the four celebrated maxim* in Smith’* theory of taxation Here 
■re the other three: " (h) The tax which each individual ■* bound to pay ought to be 
1 certain and not arbitrary. The time of payment, the manner of payment, the quantity 
to be paid, ought all to be clear and plain to the contributor, and to every other 
perjon. (ui) Every tax ought to be levied at the time, or in the manner, in which it 
u most likely to he convenie nt for the contributor to pay it (iv) Etery tax ought to 
be *o contrived a* ixiih tolale out and to keep out of the pocket* of the people a* 
little a* pojsible, over and above what it bring* into the public treasury of the Stale!" 
(IflaM »/ Aitov, Book V, chapter ii. Pan 11 ; Canaan, Vot. U, pp 310-311 ) 

•Thii rule of payment according to ability did not prevent hu pronouncing in 
another paragraph in favour of progrrnivt taxation. Tin* i* an i nuance of a want of 
logic frequently evidenced in hi writing* Speaking of taxe* upon rent, he remark* 
that they weigh more heavily upon rich thin upon poor, breau*e the former in pro- 
portion to their income rpend more upon house rent than the latter But ‘'it ta not 
very unreasonable that the rich ihould contribute to the public expeoce, not only in 
proportion to their revenue, but arenething more than in that proportion." fftuf., 
Book V, chapter ii. Part II, art. t; VoL II. p. 3*7.) 

* IW., Rook II, chapter in; Vol I, p. 314. 
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which comprise the labours of domestic servants, of administrators and 
magistrates, of soldiers and priests, of counsellors, doctors, artists, 
authors, musicians, etc., Say classed together as ‘immaterial products.' 
By restricting the term ‘productive* to materia! objects only, Smith 
gave rise to a very useless controversy on the nature of productive and 
unproductive works — a controversy that was first taken up by Say 
and revived by Mill, but which to-day seems to be decided against 
Smith, thanks to a more exact interpretation of his own doctrines. It 
is, indeed, quite clear that all these services constitute a part of the 
annual revenue of the nation, and that ‘production* in a general sense 
would be diminished if some persons did not exclusively devote them- 
selves to the performance of such tasks. 

After criticizing the Physiocratic distinction drawn between_the 
wage-earning classes and the productive.^mith immediately admits 
that the labour of artisans and traden is not as productive a s that of 
farmers and agricultural labourers, for the latter not only return the 
capital employed by them together with profits, but they also furnish 
the proprietor with rcnt>£ 

Whence this hesitation on the part of Smith? Where did he come 
by the idea of the special and superior productivity of agriculture? An 
attempt to account for it may prove interesting, and it will help us to 


give Smith his true place in a history of economic doctrines. 

Notwithstanding his recantation, Smith was never quite rid « 
Physiocratic influenced Writing of the Physiocratic system, he_d«s- 
’cribed it as perhaps “ the nearest approximation to the truth that pas 
[■yet been published.”* So indelible was the impression which the 
Physiocrats left upon him that both they and their doctrines, even 
when the latter are directly opposed to his own, are always spoken o 
with the greatest respect. The most important evidence of their power 
over him is the thesis just mentioned which he attempted to defen , 
namely, that between agriculture and other industries lies an cssenti 
distinction, because in industry and commerce the forces of nature are 
never brought into play, whereas in agriculture they always 
borate with man. “No equal quantity of productive labour employed 
in manufactures can ever occasion so great a reproduction. In them 


* "Farmer* and country labourers, indeed, over and above the flock which ® , 
tain* and employ* them, reproduce annually a neat produce, a free rent to toe 
lord. A* a marriage which afford* three children i* certainly more pioducti vc 
one a hich afford* only two; no the labour of firmer* and country labourer* t* certai ^ 
more productive than that of merchant*, artificer*, and manufacturer*. The *upen |( 
produce of the one rlasa, hoa ever, doe* not render the other barren or unproducm 
(IWrt »f SrUans, Book IV, chapter ia; Caiman, Vol. II, p. 173.) 

* IhuL, Book IV, chapter be; Vol. II, p. 176. 
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nature docs nothing; man does all; and the reproduction must always 
be in proportion to the strength of the agents that occasion it.” 1 We 
almost think we are dreaming when wc read such things in the work of 
a great economist. Water, wind, electricity, and steam, arc they not 
natural forces, and do they not co-operate with man in his task of 
production? 

Considerations such as these were allowed to pass quite unheeded, 
and Smith persisted in his error because he believed that this new 
doctrine furnished him with an explanation of rent, that strange enigma 
which had puzzled English economists for so long. How was it that 
while other branches of production gave a return only sufficient to 
remunerate the capital and labour employed, agriculture, in addition 
to these two revenues, yielded a supplementary income known as rent? 

was because “in agriculture nature labours along with man: and 
though her labour costs no expence, its produce has its value as well 
as that of the most expensive workman.” Thus “ rent may be con- 
sidered as the produce of those powers of nature, the use of which the 
landlord lends to the farmer.”* Had Smith arrived at a true theory 
of rent this recourse to the natural powers of the soil to furnish an 
explanation of the proprietor’s revenue would have been quite un- 
necessary, and in all probability he would not have so easily accepted 
the idea of the special productivity of the soil. But this false concep- 
tion of nature has persisted in economic theory, and in it Smith 

* Width of Nations, Book II, chapter v; Vol. I, p. 344. 

• * Ibid. Note that in this, as in other matters. Smith entertains more than one 
opinion. In other passages in the same work he regards rent as a monopoly price 
that ’'enters into the composition of the price of commodities in a different way from 
wages and profit. High or low wages and profit, are the causes of high or low price; 
high or low rent is the effect of it. It is because high or low wages and. profit must 
be paid, in order to bring a particular commodity to market, that its price is high 
or low. But it is because ns price is high of low, a great deal more, or very little 
more, or no more, than what is sufficient 10 pay those wages and profit, that it 
affords a high rent, or a low rent, or no rent at all.” {Ibid , Book I, chapter jci: 
Vol. I. p. i«.) 

It is impossible to reconcile these statements. In the one case rent u regarded as a 
constituent element of price, in the other it is the effect of pnee. 

In the first ediuon this contradiction was still more evident. In that edition rent, 
along with profit and wages, was treated as a third determinant of value. (See 
Cannan’s edition, Vol. I, p. 51 , note ^ ) The paragraph was deleted from the second 
edition, and rent was treated merely as a component part of the price. This modifica- 
tion was perhapi the outcome of a letter written by Hume to Smith on April t, 1776, 
after he had read the IVralA of Nations for (he first time. "I cannot think,” says 
Hume, "that the rent of farms makes any part of the price of the produce, but that 
the price is determined altogether by the quantity and the demand.” ((Quoted by 
Rae in his Lift of Adam Smith, p. a 86.) The celebrated controversy as to whether 
rent imters into prices is not a thing of yesterday, tis origin dates from the birth of 
pbhiical economy itself, and it will probably only die with it. 
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cannot even say that Smith was particularly enamoured of the manu* 
facturing regime — apart from the mechanical advance which it im- 
plied. For, as Marx says, 1 the characteristic trait of English economic 
life, despite the undisputed advance that industry was making at that 
time, was commercial rather than industrial.* Especially was this true 
of Glasgow, where Smith made most of his observa lions. Glasgow 
then was an essentially commercial town, principally engaged in the 
importation of American tobacco.* 

Far from constituting a prophetic manifesto of the new age, Smith’s 
work reveals even to the meet superficial reader a thorough abhorrence 
of traders and manufacturers. All his sarcasm is reserved for them, 
all his criticism levelled at them. fVhile the interest of landed pro- 
prietors and workers appears to him always to accord with a country’s 
general interest, that of traders and manufacturers “is never exactly 
the same with that of the public,” the manufacturers having “generally u 
an interest to deceive and even to oppress the public, and who accord-' ~ 
ingly have, upon many occasions, both deceived and oppressed it.”* ’ 
Again, when it comes to choosing between capitalists and workmen 
the issue is not long in doubt. It is quite clear from more than one 
passage that Smith’s sympathy was wholly with the workers Several 
paragraphs could be cited in proof of this. Suffice it to recall the very 
sympathetic way in which he speaks of the high wages of workmen and 
contrast it with his discussion of profits. 

Is this improvement in the circumstances of the lower ranks of the 
people to be regarded as an advantage or as an mconvcniency to the 
society’ The answer seems at first sight abundantly plain. Servants, 
labourers and workmen of different kinds, make up the far greater 
part of every great political society. But what improves the circum- 
stances of the greater part can never be regarded as an inconveniency 
to the whole. No society can surely be flourishing and happy, of which 
the far y^eater part of the members are poos and nwsev&Wcc. It vs but 
equity, besides, that they who feed, doath, and lodge the whole body 
of the people, should have such a share of the produce of their own 
labour as to be themselves tolerably well fed, eloathed, and lodged. 8 
1 Mars tpcah ef Smith as the economist who is the very epitome of the manu- 
facturing period. (Dm /Capital, Vol. I, p. 313, note.) 

* See Mantoux's work La Rlcolvtion mduslrullt au XVIII' Sileh, p. 71 {Pans, 1905). 
“We are mistaken,” «ays he, "if we think that manufacture was the dominant feature 
of the period preceding the factory system. Logically it may be the necessary ante- 
cedent, but historically its claim to priority is weak, although it left its indelible 
marks upon industry. The appearance of Industry at the time of the Renaissance is 
an event of the greatest importance and significance, but it played a part of only 
secondary importance for a century or two " 

* Rae's Uft of Adam Smith, p, 89. 

* H'eatA of Xations, Book I, chapter xi; Caiman, Vol. I, p. 350. 

* Ibid., Book I, chapter viuj VoL I, p. 80. 
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High wages, moreover, arc normally associated with a low cost of 
labour. This distinction between the cost of labour and the level of 
wages is not to be found in the Wealth oj Nations but in the admirable 
summary of it that Adam Smith made in 1 760, recently discovered by 
Professor Scott. “ In an opulent and commercial society," he writes, 
labour becomes dear and work cheap, and those two events which 
vulgar prejudice and superficial reflection are apt to consider as 
altogether incompatible, are found by experience to be perfectly 
consistent. The high price of labour is to be considered not mrcrly 
[rir] as a proof of the general opulence of Society which can afford 
to pay well all those whom it employs; it is to be regarded as what 
constitutes the expence [sit] of public opulence, or as the very thing 
in which public opulence properly consists. That state is properly 
opulent in which opulence is easily come at, or in which a little 
labour properly and judiciously employed, is capable of procuring 
any man a great abundance of all the necessaries and conveniences 
* of life. 1 

( The tune changes when he comes to speak of profits. He is of opinion 
that high profits raise the price of commodities much more than high 
wages, and he dismisses the consideration of the problem with this 
ironical remark: 

Our merchants and master-manufacturers complain much of the 
bad effects of high wages in raising the price, and thereby lessening 
the sale of their goods both at home and abroad. They say nothing 
concerning the bad effects of high profits. They are silent win 
regard to the pernicious effects of their otvn gains. They complain 
only of those of other people.* 

The contrast is significant. It is still more deeply marled in that 
phrase which one is surprised not to see more frequently quoted by th« 
champions of labour legislation. " Whenever the legislature attempts 
to tegulate the differences between masters and their woikmefl, 
counsellors are always the masters- When the regulation, therefore, » 
in favour of the workmen, it is always just and equitable; but it » 
sometimes otherwise when in favour of the masters."* 

This is not the tone of most of his contemporaries. Nor do we tn« { 
with this note in the writings of the appointed champions of the •#* 
dustrial system — the McCullochs, the Ures, and the Cabbages of the 
next fifty years. His words ring with that generous pity which proved 
a source of inspiration to Lord Shaftesbury and Michael Sadler •" 
their efforts to secure the passing of the Factory Act of 1833. 

Smith _cinnot, accordingly, be regarded as the herald of dawnfejf 
•W R Sent. Aijm Smil/t 01 SUmtual trJ Pnftucr (Jsr&wn. 1)17’' f 5**’ 

* A«twu, Btnl I, (U^(n «, *)Ur. Ciiaus, Vvl l.p. t®*- 

* Aj, tuut I. *_ Pin IJ, Vet I, p I j j. 
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indu*tria 1iim f He dung To agriculture with atl the Tenacity of hi* 
nature, «t»1 no oppnrvmly of showing h» preference was ever mtaetl. 
The difficulties of agriculture are quite beyond those of any other 
craft. “After ^ bat are called The fine am, and the liljeral professions, 
however, there is perhaps no trade which require! »o great a variety 
of knowledge and experience."' Not only i» it more difficult, but it b 
also more useful. Between agriculture, manufacture, and commerce 
he drawl a long companion (to which wr thnll hare to male reference 
again) purporting to ihow that of all employment* agriculture ii the 
mn»t profitable field of investment, and the one moit in accord with 
the gene ral interest. For the more progressive nation* "the natural 
course of thing*" would teem to tuggesl the investment of capital 
firstly in agriculture, in the tecond place in industry, ami finally in 
foreign trade. The whole of Boo V III b an endeavour to show how 
the policy of European nations had for many centuries been hostile to 
agriculture and how the natural order had licen insert ed in the 
interests of merchant* and artisans. Agriculture lad always been the 
victim. In lib theory or taxation he *hows how a portion of the taxes 
on profits and wages ultimately falls upon property. In his discussion 
of duties on imported com— those duties which aroused the indigna- 
tion of Ricardo against the landlords— he reveal* the same partiality. 
And he earn goes the length of laying that it is not because of their 
personal interest, but owing solely to a badly conceived imitation of 
the doings of merchants and manufacturers, that “the country gentle- 
men and farmers oT Croat Britain so far forgot the generosity which 
is natural to their station, as to demand the exclusive privilege of 
supplying their countrymen with com and butch ers'-meat.’’’ 

Smith's preference for agriculture and agriculturists need not be 
further insisted upon. Despite his own theory or division of labour, 
he still cherished a secret regard for the Physiocratic prejudice. He 
never subjected agriculture to the indignity of equal treatment along 
with other forms of economic activity. In his work at least it still 
retains its ancient pre-eminence. 

II: THE ‘NATURALISM* AND 'OPTIMISM' OF SMITH 

In addition to the conception of the economic world as a great 
natural community created by division of labour, we can distinguish 
in Smith's work two other fundamental ideas , around which Jus more 

1 ItWA «/ A'olioTL!, Boot I, chapter x, Fart U; Cannan, Vol. I, p. n8. The whole 
paaage contains a curious eulogy of proprietors and tanners, 

* ilii, Bool IV, chapter ii; Vol. 1, p. 457. 
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characteristic theories group themselves. Fint is the idea of the ipoo- 
taneous origin of economic institutions, and secondly thei? b enefic ent 
~cliaractcr — or, more briefly. Smith’s naturatism and optimism. 

The two ideas, though frequently intermingled and sometimes even 
, confused in Smith's work, must be carefully distinguished by the 
historian of economic thought. 

Spontaneity and beneficence were intimately connected for Smith. 
In the eighteenth century anything natural or spontaneous was im- 
mediately voted good, and the terms 'natural,' 'just. 1 * * and ‘advan- 
tageous’ were often used as synonymous. Smith did not escape the 
confusion of ideas. Having shown the natural origin of economic 
institutions, he imagined that at the same time he had demonstrated 
their useful and beneficent character.* The confusion is no longer 
permissible. To give a scientific demonstration of the origin of social 
institutions and to gauge their value from the point of view of the 
general interest are two equally legitimate but very different intellec- 
tual pursuits. We may agree with Smith that our economic organiza- 
tions, both in their origin and functions, participate of the spontaneity 
of natural organisms, but we may at the same time reserve judgment 
as to their real worth. Pessimism no less than optimism may be en- 
gendered by contemplation of the spontaneous character of economic 
institutions. While this conception of the spontaneity of economic 
institutions seems to us just and fruitful, the demonstration gi^en 0 
their beneficent character appears insufficient and doubtful- The 
former conception is a commonplace with all the greatest economists, 
the latter is rejected by the majority of them. 

, These two ideas which have played such an important part in e 
f* history of economic doctrines must be separately examined. 

, The conception of spontaneity is the one to which Smith refers 
. frequently. II mondo va da se. Here at any rate he and dieThjriocGH 
v were entirely at one. There Is no need for 7 organization, no call .or 
The’Tnterventlon of any general will, however far-seeing or rcasona > 

'1 and no necessity for any preliminary understanding between men. 

^ ' Such are the reflexions that the study of the economic world suggest 
ever anew to our author. The present aspect of the economic «* 
is the result of the spontaneous action of millions of individuals, ea 
of whom follows his own sweet will, t aki ng no heed of others, “ 
never doubting the ultimate result. The noble outlines of the economic 
world as we know it have been traced, not by following a plan issuin 

1 For the connexion between Smith’s system »nd the philosophy of hi> 

\Y. Hashach, Du allgtmevun pfidasophixJun Gmdlagn far eon /. Qw/wJ? 

Itpm&itn pelttucfu* (Fktnomu (Leipzig, 1890}. 
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complete from the brain of an organizer and deliberately carried out 
by an intelligent society, but by the accumulation of numberless deeds 
designed by a crowd of individuals in obedience to an instinctive force 
wholly unconscious of the work which it was encompassing. 

This idea of the spontaneous constitution of the economic world is 
in some aspects analogous to the conception of an ‘economic law’ of 
a later period. Both ideas suggest the presence of something superior 
to individual wills, and imposed upon them even despite their resist- 
ance. The differences are equally marked, however, the scope of the 
former bring far greater than that of the latter. The words ‘natural 
law,* in the first place, suggest regularity and repetition — the constant 
recurrence or the same phenomena under similar conditions. This is 
not the aspect that particularly struck Smith. He insists less upon the 
constancy of economic phenomena and more on their spontaneity, 
their instinctive and natural character. Say’s delight was to compare 
the economic and the physical worlds. Smith loves to regard the 
economic world as a living organism which creates for itself its own 
indispensable organs. Nowhere is the term 'economic law' employed, 
but his delineation of the chief economic institutions and the account 
of their functions always results in the same conclusion. 

First of all take division of labour, which we have just studied, and 
which more than any other institution contributes to the increase of 
wealth. 

This marvellous institution is “not originally the effect of any human 
wisdom, which foresees and intends that general opulence to which it 
gives occasion.” “It is the necessary, though very slow and gradual, 
consequence of a certain propensity in human nature which has in 
view no such extensive utility; the propensity to truck, barter, and 
exchange one thing for another.” 1 This tendency itself is the outcome 
of personal interest. 

Man has almost constant occasion for Jhe help of his brethren, and 
it is in vain for him to expect it from their benevolence only. He 
will be more likely to prevail if he can interest their self-love in his 
favopr, and show them that it is for their advantage to do for him 
what he requires of them. Whoever offers to another a bargain of 
any kind, proposes to do this: Give me that which I want, and you 
shpll have this which you want, is the meaning of every such 
offer; and it is in this manner that we obtain from one another 
. the far greater part of those good offices which we stand in need 
of. It is not from the benevolence of the butcher, the brewer, or 
the baker that we expect our dinner, but from their regard to 
their own interest. We address ourselves, not to their humanity, 
* 1 VuMt (f Adftwu, Book I, chapter u; Canaan, Vol. I, p. 15, 
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I'lil their iflWmr. a nr! nrvrr talk io of our own neerv 
litiri, but of lljrir ndvantagrt.* 

Tim givcv rit* 1 to cxchangr, anil with ttrh.mgp comes tliviwon of 
labour. 

Ami dim the certainty of l>eing able to nrh-in^ all that surplus 
part of the produce of his own laiour, which is over and above his 
own consumption, for such parts of the produce of other men's 
lalxuir tu he may have occasion for, mcouragrs every man to apply 
liimsclf to a particular occupation, and to cultivate and bring to 

C rfection whatever talent or genius he may possess for that particu- 
• JpCCtCi of business. 

Division of labour is the outcome of a tendency common to all m«i 
Ute^ tendency to barter; and this tendency itself is spontaneous!) 
developed under die influence of personal interest, which acts simul- 
taneously for the benefit of each and all. 

Next comes money, and nothing has so facilitated exchange or sc 
greatly increased wealth. Every economic treatise since Smith’s bat 
demonstrated its advantages in terms almost identical with his. But 
how did money first come to be employed? It was not by the act ol 
a public body, nor was it the outcome ofa nation’s reflective judgment. 
It is simply the result of the operation of a collective instinct. Some 
men who were keener than others saw the inconveniences of the truck 
system. And 

in order to avoid the inconveniency of such situations, every prudeu 1 
man in every period of society, after the first establishment of me 
division of labour, must naturally have endeavoured to maiuge no 
affairs in such a manner, as to have at all times by him, besides the 
peculiar produce of his own industry, a certain quantity of some 
one commodity or other, such as he imagined few people would be 
likely to refuse in exchange For the produce of their industry. 

Money is thus the product of the simultaneous thoug h not c oncerted 
action dr a gTeat number of people, eafhdiBeying his^ p erson al inclina- 
tion. The intervention of the public authority is much later, and iO 
object is merely to guarantee by means of a design the weight an 
purity of such coins as are already In circulation. 

Take another well-known phenomenon — capital.* With the excep- 
1 The whole passage, almost word for word, may be found In Smiths course ^ 
lectures at Glasgow, and was itself taken from Mandeville’s Fable del Abnlles. £ E.' 

* IlWlA of Nations, Book I, chapter iv; Canaan, Vol. I, pp. 24-35- . ti 

* For a long time economists were quite content with Smith’s theory of cap' 1 ■ 
tii* «**i rJi 'tea -wen’s, Vi nsta’if ’nteame riasaic, and veksetopiM. wnien 

simply repeated it. To-day, however, this success hardly seems to have been 
ranted. “It can scarcely be denied,” writes Caruian. “that Smith left the 
subject of capital in the most unsatisfactory state.” ( Theories of Production and Dutno"' 
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tion of division of Ulvotir am! the invention of money, Smith thought 
there was no phenomenon of greater imjyOance and no more essential 
fount nf national wealth than capital. Vita larger the store of capital, 
the prater the number of productive wnrVm, makers of tools and 
machinery— the essentials of increased productivity — the further will 
division of iaixnir extend. To increase a nation’s capita! it to expand 
its industry and to further its well-lieing. 1 In some passages the growth 
of wraith appears not merely as the chief but as the onlv method of 
augmenting a nation's wealth. "The industry or the society can 
augment only in proportion as its capital augments, and its capital 
can augment only in proportion to what can be gradually saved out 
of its revenue."* In short, capital limits industry,* a phra.se that was 
destined to become classic, and one that was repealed by every econo- 
mist down to Mill. Capital is the true source of economic life. Let 
capital increase anJTnduSfy will expand in every direction; diminish 
it, and a bar is set to all improvement. Capital fertilizes the earth, 
whereas the labour of man simply leaves it a weary wane. 

Criticism has been freely levelled at this exaggerated importance 
which capital is made to assume. It is certainly somewhat curious 

p. 89 ) If this remark needi any junification we have 11 in the many (Incursions 
which have uken place on this subj-tt during die past, and which are noi yet ai an 
end. Some of ihe most original works of 1 he last century— Ikihm-Bauerk's /’on/.r* 
TWy ff Cafllal, for example— are entirely uken up with Ous topic In England, 
America, and Italy the best-known economists, Csnnan, Fisher, and Pareto, have 
rvctmly revived the ancient notions, and the discussions which hive followed are 
•uffiaetw evidence that Smith had by no means exhausted the subject. If vie care- 
fully read Book II of the U'rcUS 1/ .Vilmu, which u entirely devoted 10 this topic, 
what do we find’ l\’e have a distinction drawn between fixed and circulating capital 
borrowed from practical affairs, but possessing no great scientific value; the very 
doubtful identification of national capital with the nun of private capitals; a very 
unsatisfactory attempt at differentiating between the notions of capital and revenue: 
the affirmation that saving involves consumption, a paradox repeated aJ naustam 
down to the days of Mill; the commonplace statement that capital snereaves as saving 
gsnwt; and, finally, the proposition that “capital limits industry ” 

1 IVtolih pJ Atlusi, Book 11 , chapter iii, Cannan, Vol. J, p. 315. “The annual 
produce of the land and labour of any nation can be increased in its value by no 
other means, but by increasing either the number of its productive labourers, or the 
Productive powers of those labouieix who had before been employed. The number 
of iu productive labourers, it is evident, can never be much increased, but in conse- 
quence of an increase of capital, or of the funds destined fur maintaining them. The 
productive powers of the same number of labourers cannot be increased, but in 
consequence either of some addition and improvement to those machines and instru- 
ments which facilitate and abridge labour; or of a more proper division and distribu- 
tion of employment. In either case an additional capital is almost always required.” 

* Aid., Book IV, chapter ii; Vol. I, p, 413. 

* "The general industry of the society never can exceed what the capital of the 
•ociety can employ.” (ft id. Book IV, chapter u; Vol. I, p. 419 ) John Stuart Mill 
' v **. t b e w ® r *t to employ the formula in it* condensed form, “Industry it limited by 
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that labour should now be treated as altogether subordinate to capital, 
whereas earlier in the volume labour alone was regarded as the great 
wealth-producing agent. But we are not here concerned with the 
‘‘revival of these threadbare controversies. 1 We merely wish to note 
that Smith finds in this accumulation of capital a new illustration of 
spontaneity. The saving of capital is not the result of any foresight 
on the part of society, but is solely due to the simultaneous and con- 
current actions of thousands of individuals. These individuals, urged 
on by a desire to better their situation, are spontaneously urged to 
save their earnings and to employ those savings productively. 

The principle which prompts to save, is the desire of bettering our 
condition, a desire which, though generally calm and dispassionate, 
comes with us from the womb, and never leaves us till we go into 
the grave. . . . An augmentation of fortune is the means by which 
the greater part of men propose and wish to better their condition. 
It is the means the most vulgar and the most obvious; and the most 
likely way of augmenting their fortune, is to save and accumulate 
some part of what they acquire. 

This desire is so powerful that even the greatest follies perpetrated by 
governments have never succeeded in annulling its beneficial effects. 

The uniform, constant, and uninterrupted effort of every man to 
better his condition, the principle from which public and national 
as well as private opulence is originally derived, is frequently power- 
ful enough to maintain the natural progress of things toward im- 
provement, in spite both of the extravagance of government, and of 
the greatest errors of administration. Like the unknown principle 
of animal life, it frequently restores health and vigour to the consti- 
tution, in spite, not only of the disease, but of the absurd prescriptions 
of the doctor. 1 ^ 

But the idea of the spontaneity of economic institutions finds its 
most interesting illustration in the theory of demand and supply, upon 
which wc must dwell a little. 

In a society based upon division of labour, where every one produces 
for a market without previous arrangement with his fellow producers 
1 We hare spoken of the controversies a, threadbare, for every economist is by ihu 
time persuaded that, assuming the necessity for the cooperation of capital, 1*““' *. 
labour in production, it is quite clear that the amount of produce raised must depend 
upon the amount of each of these factors employed, and not upon the amount of any 

Smith had anticipated the arguments advanced by such socialists as Rodbeftu* 
and Lassalle, who regard saving rather than labour as the stance of capital, ‘ ” in * 
enemy, and not industry, is the immediate cause of the increase of capital. Ipovistty* 
indeed, provides the subject which parsimony scrumu/ates. But whatever ‘ n “ u3 ?J 
might acquire, if parsimony did not save and store up, the capital would never be tnr 
greaser.” { W*aWt i/.Vaflisi, Qook fl, chapter iu; Caiman, V< 4 . I, p. 3 to.) 

•fiif. Book II, chapter iu; Vot I, pp 5*3, 3*4, 3*5. 
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and without any external direction, the great difficulty lies in the 
adapting of the amount of goods supplied to the amount demanded. 
How, as a matter offset, are these producers to know at any particular 
moment what they ought to produce and in what quantities? More- 
over, who is to direct and who can restrain them? It is true that 
Smith was careful to point out that they are not concerned with the 
satisfaction of all needs, of whatever kind they may be. Their duty 
lies towards what he calls the “effectual,” not.the “absolute,” demand. 

By effectual demand we are to understand the demand of those who 
are capable of offering not merely something in exchange for the 
products which they desire, but of offering at least enough to cover 
the expenses of raising those products.* Society founded upon division 
of labour and exchange implies that nothing can be gratuitous and 
every loss involves a sacrifice on the part of some person or other.* 

But if production is carried on in this haphazard fashion how are we 
to avoid an occasional over-production or an accidental under- 
supply? 

Before we can understand this we must acquaint ourselves with 
Adam Smith's theory of prices. 

In the preceding chapter we had occasion to note how Condillac f*t- 
in 1776 put forward a theory of value which was altogether superior 
to the Physiocrats’. Smith's book, also published in 1 776, betrays not 
the least sign of (pondillac’s influence, and the new theory never comes 
up for discussion. The very success of the Wtahh of Nations had eclipsed 
the fame of the Trench philosopher, and Smith’s theory, though quite 
inferior to Condillac's, held the field for to many years simply because 

* IVraftk A'atwos, Rook t, (lupvt v«, Caiman, Vot. I, p 58. “The market price 
ot every particular commedtty u regulated by the proportion between the quantity 
which i> actually brought to market, and the demand of thore who are willing to 
pay the natural pure of the commodity, o» the whole value of ihe rent, labour, and 
profit, winch mint be pant In order to bring it thither. Such people may be called 
the rlfetiual demanded, and their demand the effectual demand, jinee it may be 
luflVlent to cfTetluate the bringing of the commodity to market. It a different from 
the atnolule demand A very poor man may be uid In tome «rn»e to have a demand 
fora roach and »i«j lie might like to have it, but ha demand a not an effectual demand, 
a» the comnuahiy ran never tie brought to market in order to tatufy it." 

Fit Rnnth opprraucr, meant the tyranny either of produced or rataumm. 
kVhen prof 1 u ate above the normal rate “it n a proof that aumething u either bought 
cheaper or told dealer than 11 ought to tie, and that aome particular claw <tf euirena 
n more or lew opprroed either by paying more or by getting |en than what h toil- 
aMr to that equality *hk-h ought to tale place, and vhuh naturally doe, take place 
among ah the different dawn of them." (JM, Hook IV. chapter vu. Part III: 

Vol. 1 t, p. 1*8) 

The eormporvleme between aelhng price and the eewl of production wrrool to 
Smith to tie of the very rmrnrr of Justice, Complete fo f n -r p oodence would rrabie 
the Heal of the j-m price. 
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was of any interest to Smith; hence there was all the more reason for 
denying its derivative character.* 

Thus from the very first the only avenue that might have led to a 
satisfactory solution of this problem of prices was dosed. One could 
easity have predicted that this was bound to land Smith in difficulty; 
as a matter of fact he is doubly involved.* Two different but equally 
erroneous solutions have been successively adopted by him, but he 
has never actually decided between them. The socialists and econo* 
mists who arc to follow will be engaged in the same task, and the 
cleavage between them will be marked by their adoption of one or 
other of these two theories. 

Smith was led to the study of prices because he wished to know 
something of the constant oscillation which is such a feature of their 
history. The actual or market pnee is unstable because of the un- 
stable connexion between demand and supply, 1 * * 4 or, as he puts it, "It 
is adjusted, however, not by any accurate measure, but by the higgling 
and bargaining of the market, according to that sort of rough equality 
which, though not exact, is sufficient lor carrying on the business of 
common life.”* It seemed impossible that their perpetual fluctuation 
should represent the true value of the commodity. Its real value could 
not vary from this moment to the next or from one place to another. 
Underneath the constantly oscillating market price may be discerned 
' another price, referred to by Smith as the real or sometimes as the 
natural price. The discovery of a more stable and a more constant 
dement beneath the continual fluctuations of price movements still 
constitutes the great problem of pure economics.* 

Smith 's first theory makes the true value of any commodity depend 
upon the amounToTlabour or effort which it has taken to produce 
J/tabour, therefore, is the Veal measure of the exchangeable value of all 


1 The radical separation of the two ideal w« perhaps more a matter of expression 
than of reasoning, for in hit Latum ex Jmftre, p. 176, value ut use, coupled With the 
purchasing power possessed by those who desired the commodity, was regarded as 
one of the elements which determined the demand lor it and fixed its market price. 
The whole discussion of the theory of value by Smith is very unsatisfactory. 

* We ought perhaps to have said that he had to choose between three possible 
definitions, for in the Latum on Jushct we find a third definition of ‘natural price’ 
(p. 716). 

* Width of Aatianr, Book I, chapter vii; Car.nan, Vol. I, p. 58 

4 fW., Book I, chapter v, Vo\. I, p. 33. 

* Pareto in his recent article L'Eanomt tt la Sociology eu point it cut tcitnhjiqui 
\fhoula ii Scunta, 1907, No. a) expresses himself as follows: “Underneath the actual 
prices quoted on the exchanges, prices varying according to the exigencies of time 
»svA place atid dependent upon an infinite number of circumstances, is there nothing 
which has any constancy or is in any degree less variable? This is the problem that 
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commodities.” “The real price of every thing, what every thing real] 
costs to the man who wants to acquire it, is the toil and trouble c 
acquiring it.")<Labour— that is, the effort expended upon the pro 
duction of a 'commodity — is both the origin and the measure of it 
exchange valued The th eory that labour or e ffort is the cau se ofvalui 
(if value can be said to have a cause) was first formula tedVvA heJaihc 
of political economy himself. curious to think that it svas thi 
same theory that was used with such good effect by. Karl Marx in hi 
attack upon capitalism. 

This first attempt to find a firmer foundation for exchange valur 
than that afforded by the shilling sands of demand and supply was 
scarcely made before Smith became aware of some difficulties in the 
path. For example, how was this work and the value dependent upon 
it to be measured? 


There may be more labour in an hour's hard work than in twu 
hours’ easy business; or in an hour’s application to a trade which U 
cost ten years’ labour to leam, than in a month’s industry at an 
ordinary and obvious employment. But it is not easy to find any 
accurate measure either of hardship or ingenuity.* 


A second objection arises when the theory is applied, to civilized 
society. Work by itself cannot produce anything; something must be 
contributed by both land and capital. But neither of these is a ft** 
good, and they must cost something to those who employ them. 
Accordingly primitive societies* are the only ones where "the quantity 
of labour commonly employed in acquiring or producing any com- 
modity” is the only circumstance determining its value. We mu * 
nowadays take some account of land and capital. So that labour u 
not the only source of value, nor is it its, sole measure. 'j 'j 

Another hypothesis becomes necessary forthwith. This jime cost o ^ 
production is hit upon as the likely regulator of value". ^Hitherto the. 
*real‘ price. has signified the price that is based upon labour. 
the ‘natural’ price is defined as the price of goods valued at their cos* I 
of production. The change of name is not of any great significance. I 
What Smith was in search ©f on both occasions was that true va ue 


* ll’uM */S*tuv, Book I, chapter v; Canaan, Vet I, p. 3». In d*i» 

rrnu to imply that the value of an «• determined, not by the amount w U 

•tjeh jt t»i to produce it, but tiy the amount of labour tabic h c»n be leiugnt 
nrhtrte for it. fundamentally the o idea* arc one, fr object* of rc,u#I ** 
orJy ctn b* whanged, n that the amount cf labour anyone can buy •>iih „ 

otjtn u equal to the amount of labour v»t u h that object tral to producr. “Co* 
uvt South, “contain the value of a certain quantity of [about, tafut A 
ofcat m Kjppoaed at the time to contain the value U an equal quantity " 

* 1 W , Bock I, chapter »; Vd. I, p. 33 

* fid. Book I, chapter *i, Vot I ,pp. jy-yx 
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which alvva)-* kept in hiding behind the fluctuations of market prices. 
It is the same problem, but with a new solution. Just now we were 
informed that if a commodity sold at a price representing the labour 
which it cost to produce, that price would also represent its real cost. 
With no le« assurance we are now told that a commodity sold at cost 
of production "is then sold precisely for what it is worth, or for what 
it really costs the person who brings it to market.” 1 The true value of 
goods corresponds to their cost of production. By this we axe to 
understand a sum sufficient to pay at normal rates the wages oflabour, 
the interest of capital, and the rent of land, all of which have colla- 
borated in the production of the particular commodity. 

CSmith, having discarded labour, finds a new determinant of value 
in cost of production, and if socialists rallied to his first hypothesis the 
great majority of economists right up to Jevons have clung to his 
[ second. As for Smith himself, he never had the courage to choose 
\ between them^> They remain juxtaposed in the W'tallh of Motions 
because he never made up his mind which to adopt. As a result his 
work is full of contradictions which it would be futile to try to recon- 
cile. For example, land and capital in one place are regarded as 
sources of new values, adding to and increasing the value which labour 
creates, and producing normally an element of profit and rent, which, 
together with the wages of labour, makes up the cost of production. 
In another connexion they are treated as deductions made by capitalists 
and landlords from the value created by labour alone.* Some writers 

* It 'tallh of Nations, Book I, chapter vii; Caiman, vol I, p. 57. 

* Ibid., Book I, chapter vi; Vol. I, p 51 Here, for example, u a passage in which, ai 
Bohm-Bawerk forcibly remarks (/Capital nwf KapitaUm, 2nd ed., 1900, p. 84), the 
two conception! are found >0 juxtaposition without any attempt at reconciliation: “ Id 
thij state of things [where labour and capital have already been appropriated] the 
■'■kotc produce oflabour does not always belong to the labourer He must in most 
cases share it with the owner of the stock which employs him. Neither u the quantity 
of labour commonly employed in acquiring or producing any commodity, the only 
circumstance which can regulate the quantity which it ought commonly to purchase, 
command, or exchange for. An additional quantity, it is evident, must be due for the 
profits of the stock which advanced the wages and furnished the materials of that 
labour.’* At the beginning of the passage the workman shared the produce of his 
labour and profits constituted a deduction from the value created by labour alone, 
*t the end of the paragraph profits issue from a supplementary value which is an 
addition to tbe value already given it by laboui. Other passagei where the two 
conceptions come into contact are also cited by Bohm-Bawerk. Interest and rent are 
*I«» occasionally taken as evidence that the workman is being exploited, and this 

, entitles Smith to be regarded as the father of socialism. More than one passage in 
Ida work seems to point to this conclusion. “In other countries, rent and profit eat 
u !> wages, and the two superior order* of people oppress the inferior one.” (Book IV, 
chapter vu. Part It; Vol. II, p 67.) Concerning property he writes: “Civil govern- 
ment, so far as it is instituted for the security of property, is in reality instituted for 
the defence of the rich against the poor, or of those who have some property against 
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accordingly argue that Smith must have been a socialist. On the 
whole the cost of production theory prevailed, and the natural price 
of commodities is taken to mean that price which coincides with their 
cost of production. As to market price, he makes the remark that it 
is higher or lower than the natural price according as the quantity 
offered diminishes or increases as compared with the quantity 
demanded. 

Such is Smith's theory' of prices. The element of truth which it con* 
tains, namely, that the prices of goods tend to coincide with their cost 
of production (the remark is not originally Smith's at all), must cot 
blind us to its many faults. It is open to at least two very serious 
objections. 

An attempt is made to explain the price of goods by referring to 
the price of the services (wages, interest, and rent) which make up the 
cost of production. When the cost of those services comes up for 
consideration it is assumed that their cost is dependent upon the price 
of the goods. Wages, for example, are determined by the selling price, 
of the commodities which labour has produced. Escape from the 
vicious circle is only possible by availing ourselves of the modem 
theory of economic equilibrium. That theory shows us how prices 
generally, whether of goods or of services, are interdependent; ah 
being determined simultaneously — like the unknown in an algebraical 
formula— just when the exchange is taking place. But this theory ot 
economic equilibrium was, of course, unknown to Smith. 

Cost of production being the regulator of price, it is very important 
that an analysis of cost of production and a study of the causes whic 
determine the rates of wages, profit, and rent should be made. One 
might have expected that this study would have cleared away any 
obscurity that still clung to the theory of prices. But this analysis 15 
one of the least satisfactory portions of Smith’s work. We have alrea y 
had occasion to note the unsatisfactory character of his theory of rent. 

those who have rone at all.” (Book V, chapter i, Part II; Vol. II. P- 
finally there is the famous passage from the siath chapter: “As soon as the 
any country has all become private property, the landlords, hie all otbermen. 
to reap where they never sowed, and demand a rent even for its natural produce. . ■• 

He [the workman] must then pay for the licence to gather them; and must P'’®. 
to the landlord a portion of what his labour either collects or produces. Thu P° l 
or, what comes to the same thing, the price of this portion, constitutes toe ren 
land, and in the price of the greater part of commodities males a third ' 
part." (Book I, chapter vi; Vol. J, p, 51.) Dr Canna n in his //uW> « *" ‘ 
of Production and Distribution goes the length of declaring that the theory of spoO* 
is the only one in Smith’* work. It is to Smith that we owe that idea so ^ 
expressed by socialists, namely, that the workman in modem society never 
obtains the produce of his toil. 
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Hiat of profits — which Smith fails to distinguish from interest — is 
equally useless; 1 and his theory of wages is hopelessly inconsistent. 
He hesitates between the subsistence theofy of wages and the other 
heory which makes them depend upon the relations between demand 
ind supply, without ever making a final choice 
We cannot agree with Say in considering Smith’s theory of distribu- 
tion one of his best claims to fame. His treatment of this problem, 
which afterwards became the kernel of Ricardian economics, is 
altogether inferior to his handling of production. We also know that 
this is the least original part of his work. It was simply added as a 
kind of afterthought, the original intention being to deal only with 
production. This becomes evident if we compare the Wealth of Nations 
with the Glasgow course of 1763, the whole of which is devoted to 
production. The addition of a theory of distribution to the original 
skeleton was probably due to the Physiocrats, with whom in the mean- 
time he had become acquainted; and the hesitations and uncertainties 
which mar this pan of the work merely go to prove that Smith had not 
thought it out as clearly as the other sections. 

The subject cannot be pursued here. We can only point to the 
inference which Smith draws from his theory of value, and how it is 
made to support the contention that demand adapts itself spon- 
taneously to the conditions of suppty. This is how Smith explains the 
continual oscillation of prices: 

When the quantity brought to market exceeds the effectual 
demand, it cannot be all sold to those who are willing to pay the 
whole value of the rent, wages and profit, which must be paid in 
order to bring it thither. Some part must be sold to those who are 
willing to pay less, and the low price which they give for it must 
reduce the price of the whole. The market price will sink more or 
less below the natural price according as the greatness of the excess 
increases more or less the competition of the sellers, or according 
as it happens to be more or less important to them to get imme- 
diately rid of the commodity. 


The reverse will happen when demand exceeds supply. 

When the quantity brought to market is just sufficient to supply 
•he effectual demand and no more, the market price naturally 
comes to be either exactly, or as nearly as con be judged of, the 
same with the natural price. The whole quantity upon hand can 
be disposed of for this price, and cannot be disposed of for more. 
The competition of the different dealers obliges them all to accept 
of this price, but does not oblige them to accept ofless. 

* Cf. a(n, p. 8a, note ». 
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Tlitu "the quantity of every commodify brought lo market naturally 
mils ilsrir lo the effectual demand." 1 

And tliis very remarkable result it limply the outcome of personal 
interest. 

If at any lime il exceeds the effectual demand, some of the com- 
ponent parti of its price must lie paid below their natural rate. If 
it is rent, the intrrest of the landlord* will immediately prompt them 
to withdraw a part of their land; and if it il wages or profit, the 
interest of the labourers in the one case, and of their employers in 
the other, will prompt them to withdraw a part of their labour or 
slock from this employment. The quantity brought to market will 
soon Ire no more than sufficient to supply the effectual demand. Ail 
the different parts of its price wall rise to their natural rate, and the 
whole price to the natural price. 

And so, in the majority of cases at least, this natural and spon- 
taneous mechanism secures a constant balancing of the quantities of . 
goods produced and the quantities effectively demanded. The circum- 
stances under which such a result does not follow are really quite 
exceptional — although Smith docs not deny that sometimes they do 
exist. Whenever such conditions obtain — that is, when the market 
price remains for a considerable length of time above the natural 
price — we find that it is always due to the capitalists’ action in con- 
cealing the high rate of profits which they draw, or in retaining 
possession of some patent or natural monopoly, such as wine of a 
special quality. It occasionally happens also as the result of an artificial 
monopoly. 1 But these are mere exceptions, their rare occurrence 
confirming the fundamental rule concerning the spontaneous adapta- 
tion of the quantity offered to the quantity demanded, thanks to this 
oscillation of the market price about the natural. , , 

This theory of adaptation, wc know, is one of the most important 
in the whole of political economy. Since Smith wrote it has been 
reproduced by almost every economist, and svithout any very sub- 
stantial alteration. It remains even to this day the basis of our theory 
of production. 

It is interesting to note the manner in which Smith makes use. o 
his theory to illustrate his thesis. Wc shall refer to two cases which 
are intrinsically important as well as affording admirable illustrations 
of that spontaneity upon which Smith laid such stress. 

* (i'tahh of Kalians, Boot I, chapter vii; Cannan, Vol. I, p. 59- . ( . 

* Smith only give* at most seven or eight line* to monopoly price. He * irn Pjy *“ 
that “the price of monopoly is upon every occasion the highest which etn be go . 
(Ibid,, Book I, chapter vii; Vol. I, p. 63 ) TWay the theory of monopoly price* 
one of the most important in the whole of economic*. 
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The first concerns population. Population, like commodities, may 
be superabundant or it may be insufficient. What regulates its num- 
bers? “The number of people,” Smith replies, 

depends upon the demand of society, and this is how it works. 
Among the proletariat, generally speaking, children are plentiful 
enough. It is only when wages .are very low that poverty and 
misery cause the death of many of them; but when ware* are fairly 
high several of them manage to reach maturity. 

“It deserves to be remarked, too,” he continues, 

that it necessarily does this as nearly os possible in the proportion 
which the demand for labour requires. If this demand is continually 
increasing, the reward of labour must necessarily encourage in such 
a manner the marriage and multiplication of lalxjurers as may en- 
able them to supply that continually increasing demand by a con- 
tinually increasing population. If the reward should at any time be 
less than what was requisite for this purpose, the deficiency of hands 
would soon raise it; and if it should at any time be more, their 
excessive multiplication would soon lower it to this necessary rate. 
The market would be so much under-stocked with labour in the 
one case, and so much over-stocked in the other, as would soon 
force back its price to that proper rate which the circumstances of 
the society required. It is in this manner that the demand for men, 
like that for any other commodity, necessarily regulates the produc- 
tion of men; quickens it when it goes on too slowly, and stops it 
when it advances too fast.* 

The second case relates to the demand for money and its supply. 
We have already seen how the problem of its origin is solved. Along- 
side of that problem is now placed another, namely, how is the quantity 
in circulation regulated to meet the requirements of exchange? 
Smith’s first task was to expose the popular fallacy concerning this 
topic.* According to one school of thinkers, money was wealth par 
txulltrue, and it was all the more important that he should get rid of 
this view seeing that it constituted the very foundation of the Mercan- 
tile theory, the overthrow of which was the immediate object in pub- 
lishing the Wealth oj Nations. The Mercantilists contended that a 
country should export more than it imports, receiving the balance in 
money. If it can be proved that this balance is useless because money 
13 a mere commodity possessing no greater and no less utility than any 
other, then the Mercantilist foundation is completely destroyed. 

* WtaiA ofNaiioiu, Boole 1 , chapter viii; Cannan, Vot. I, pp. 81-82. 

* “That wealth consists in money, or in gold and silvrr, is a popular notion which 
naturally arises from the double function of money, as the instrument of commerce, 
and as the measure of value.’ 1 (Wealth ef Jfetians, Book IV, chapter i; Cannan, 
Vot. I, p. 396.) The whole chapter is an attempt to get rid of this prejudice. 




6 °°dj i , . mat mn „ 

S53¥^:Hi5 

S Ofl” ? f Wuc. J, "» *«*„■„“ "° 

5?^l?S53?i 

SS=^Sf£t 

• '"' C',"^ « 

M|A « 

7ut ,h <* «/o i, ,** nerJ< ^-/u, araj/j{ 'on of w .- . 

it*: - zzrj ~ . £&*. .«■<* .*£*■ 


f *h«y doi,/ 

, J > *», X' 0 ,*' ^ * ct Pro '^ - 

»-. iiY a v -'"~ „ , '° <■« .t? ""'■< 

is&t. S^rt, 
3^i5=^ssSr 

'**rrr». -“***/ "cr*/,. 


‘^Trx^?* “=>« */*, ' r^^rr, ^ "■• *-*J M 

•tfif '« u V2" ■ » 

•ts tc *^>4»r „ j fc 7’ p^fc^rr^ 


* ;;>■ j'i -■■■nil, 


•'* r Ol/y ' "“fl Uuj 


*«4 */ fT" ***t L „ * «*~ 

Pp »;,’ rt *»f jj f, **‘ r>rr *»»jQ »_ 


r c - , nr*^ 

* 75 . 


1 <ij 


THE 'satvuusm' A.SO ‘OPTIMISM* op SMITH 10 ! 
^reduction, and which will in turn increase the true revenue of the 
ountry. Smith’s parable in which he illustrates these advantages has 
>ng since become classic: 

The gold and silver money which circulates in any country may 
very properly be compared to a highway, which, while it circulates 
and carries to market all the grass and corn of the country, produces 
itself not a single pile of either. The judicious operations of bank- 
ing, by presiding, if I may be allowed so violent a metaphor, a 
sort or waggon-way through the air, enable the country to convert, 
as it were, a great part of its highways into good pastures and 
cornfields, and thereby to increase very considerably the annual 
produce of its land and labour. 1 

The conclusion is that every policy — the Mercantilist, for example 
— 1 which aims at increasing the quantity of money within the country, 
whether by direct or indirect methods, is absurd, for money, far from 
being indispensable, is really an encumbrance. 

It is not only absurd, but also useless. Have we not seen already 
that money is a mere commodity designed to facilitate circulation and 
that the demand for it is entirely determined by that object? But the 
supply of any commodity usually adapts itself spontaneously to the 
demand for it No one concerns himself with supplying the nation 
with wine or with crockery. Why trouble about money 7 * If the 
quantity of goods diminishes, exchange slackens and a part of the 
money becomes useless. But the “interest of whoever possesses it 
requires that it should be employed.”* Accordingly “ it will, in spite 
of alt laws and prohibitions, be sent abroad, and employed in pur- 
chasing consumable goods which may be of some use at home." 

On the other hand, as the prosperity of a nation grows it neces- 
sarily attracts the precious metals because a multiplication of ex- 
changes leads to a growing demand for money. These exportauons 
and importations will depend, as Hume 4 had already shown, upon the 
relative cheapness or dearness of money. What is true of metallic 
money is also true of a special kind of money knotvn as bank-notes. 
Smith has given us a vivid description of the functions of banks, and 
especially of the fortunes of the most famous bank of this period, the 
Bank of Amsterdam. This afforded him another opportunity of 
demonstrating how the quantity of notes offered spontaneously adapts 
I itself to the quantity demanded. If banks issue more notes than the 
'• * I VaJOi of Notions, Book II, chapter h; Caiman, Vol. I, p. 304. 

, Book IV, chapter i; VoL I, pp. 40a, 406. 

* HU , Book II, chapter in; Vo). I, p 3M. 

Hume’j treatment of the quantity theory of money in hii essays on Mo vy and 
li* BaJosts of Trail is much clearer than Smith's. 
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circulation warrants prices will rise. Buying from foreign countries 
will be resorted to and the notes will be returned to the banks to be 
exchanged for gold and silver — the only international money. The 
banks clearly have no interest in issuing too many notes, because it 
involves a greater metallic reserve as the result of the more frequent 
demands for payment which they will have to face. Of course, "every 
particular banking company has not always understood or attended 
to its own particular interest, and the circulation has frequently been 
overstocked with paper money.” 1 But this does not affect the main 
principle, and we have one further proof of the spontaneous activity 
of the economic mechanism. 

We have now reviewed some of Smith’s principal themes, and we 
have seen how every phenomenon' impresses him in the same fashion. 
Had space permitted we might have cited other examples all pointing 
to the same conclusion.* This conception of spontaneity and wise 
beneficence is by no means the product of mere a prion thinking. ft 
was no abstract theory that needed the backing of a rigid demonstra- 
tion. It was a belief gradually borne in upon him in the course of hi* 
review of the economic field. This is characteristic of all his thought, 
and with every new vista we are reminded of it. The conclusion « 
hinted at again and again, and the impression left upon the readers 
mind is that no other conclusion could ever be possible. Smith thought 
of the economic order as an organism — the creation of a thousan 
human wills unconscious of the end whither they are tending, but all , 
of them obedient to the impulse of one instinctive, powerful force. 
This force, the root of all economic activity, its constancy and tw 
formity triumphant over every artificial obstacle and giving unity to 
the whole system, what is it? . 

We have already encountered it on more than one occasion. It o 
personal interest, or, as Smith prefers to call it, “the natural effort o 
every individual to better his own condition.”* Hidden deep in 
heart of every individual lies this essential spring of human life 
social progress. 

Doubtless it is not the only one. Smith is never exclusive. He ne ' v 

1 Wealth of Nations, Book II, chapter ii; Can nan, Vol. I, p. 285. .j 

* For instance, a high rate of exchange immediately readjusts the 
indebtedness of nations, (ft id.. Book IV, chapter i; Vol. I, p- 4 00 -) Else*_ " e 
points out that the advantages enjoyed by Europe from the possession of colony 
not exactly sought by her. The search for colonies, their discovery and expjp 1 

all this was undertaken without any preconceived plan, and in spite of j[ 

regulations imposed by European Governments, (hid.. Book I V, chapter «i, * 

Vol. II, pp. 90, qi.) . .. 

* [bit. Book II, chapter iii; VoL I, p. 3*3: Book IV, chapter v; VoL ”> P* 45 
Book IV, chapter ix; VoL II, p. 17a. 
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that there vrrc other pifliiwi' hrridrs wlf-lntrmt, And he h not 
ifraid cf naming ihm, a* when he nttrilrtitm an rconomie revolution 
which had such liftiefirial effects a* the emancipation of the rural 
tlaw* to “the mmt childiili vanity of proprietor *." 1 Neither did he 
omit to point out that personal interest 1 * not equally strong in the 
Imcxtt of carry one, and that there U the prate* 1 diversity in human 
motive*. All tlii* he had liwgntlrn, acemding 10 tome of hi* critic*, 
while other* charge him with the creation of the fern* rrwwttinit, a 
poor representation oT reality and a mere automaton exclusively guided 
by material interests. Some one ha* remarked tliat if you add to thit 
figure a tinge of patriotism you havr a faithful picture of the English- 
nun and Scotsman of hta day Had Ire been acquainted unit German* 
or french men, with their len sordid attachment to material gain, he 
might have judged differently. It may be Out our reading of him i* 
incorrect. He *eem» to have taken care to note tint his remark* do 
not apply to all, but only to the generality of mm, l !e continually 
recall* the fact that he i» speaking of mm of common understanding , 1 
or of tViove gifted with common prudence.* He knew well enough that 
the principle* of common prudence do not always govern the conduct 
of rwry individual, but he was of opinion that they always influenced 
that of the majority of every das* and order.* I !u reasoning is applic- 
able to torn 01 maw, and not to individual* in particular. Moreover, 
he does not deny that man may be unacquainted with or may even 
entirely ignore hi* own interest. We have just quoted a passage wherein 
he remarks that banker* who temporarily inue loo many notes are at 
that moment ignorant of their own interest*. 

These reservation* notwithstanding, and full account being taken of 
all the exceptions to the principles as laid down by Smith, it is still 
true to say that a* a general thesis he consider* “ the natural effort of 
every individual to better lii* own condition" — that is, personal in- 
. terest — as the fundamental psychological motive in political economy. 
Any reference to the case of business men who are really actuated by 
a desire to take general welfare as their guide in matters of conduct 
t* treated with a measure of scepticism which it is difficult not to share. 
1 have never known much good done by those who affected to trade 
*“ h *» «hu* that the private inirrnt* and pasion* of individual* naturally dispose 
“'em to turn their nock toward* the employment* which in ordinary ca*e» are moil 
advanut.com to the *ociety." The word ‘ panion* ‘ wa* not inserted by chance. It 
Otcur* no leu than three time* on the aaroe page. { HWlA tfjfalu iiu, Book IV, chapter 
*art III; Carman, Vol. II, p. 129.) 

* /W., Book III, chapter »v; Vol. I, pp 389. 590. 

* flit, Book II, chapter I, in Jv, Vol. I, p. 267. 

* fid , Book II, ehapter iv, beginning of chapter; Vol. I, p. 332. 

* Hid , Book It, chaplet ii; Vol. I, p. 97B. 
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for the public good. It is an affectation, indeed, not very eommoi 
among merchants, and very few words need be employed in dissuad 
ing them from it.”* Not that sentiment does not play a part, and ai 
important part, in the philosophy ofSmith; but sentiment, or sympathy 
as he calls it, has the domain of morality for its own, while intera, 
dominates that or economics. AH his thinking led him to a firm be lid 
in a spontaneous economic order founded and guided by self-interest. 

Compariso n with the Physiocratic doctrine concerning t he natu ral 
f and essential order’ofsocieties is illuminating. To the Physiocrats the 
‘natural "order' implied a system — an idea. It required a genius to 
discover it, and only an enlightened despotism could realize «t7 For 
Smi th the ‘spontaneous order’ was a fact. Jt was not a thing to be 
broughtlnto’bcing. It already existed. It was doubtless held in check 
by a hundred imperfections, including, among others, the stupidity of 
human legislation. *^JJut it was triumphant over them all. Beneath 
the artificial constitution of society lay the natural constitution which 
completely dominated it.^ This n atural constitution, whic h for the 
Physiocrats was nothing more than an ideal, Smith discovered ■» 
actual operation, and he was able to describe its modus operandi.'&o litical 
economy, which with Quesnay was nothing better than a system of 
rules and regulations, became in Smith’s hands a natural science 
based upon the observation and analysis of existing facts. In a pas- 
sage written in his usual lucid style Smith shows the superiority of hb 
system over that of the Physiocrats. 

Some speculative physicians seem to have imagined that the 
health of the human body could be preserved only by a certain 
precise regimen of diet and exercise, of which every, the smallest, 
violation necessarily occasioned some degree of disease or disorder 
proportioned to the degree of the violation. . . . Mr Quesnat, who 
was himself a physician, and a very speculative physician, seems to 
have entertained a notion oT the same kind concerning the politic* 
body, and to have imagined that it would thrive and prosper on y 
under a certain precise regimen, the exact regimen of perfect liberty 
and perfect justice. He seems not to have considered that in the 
political body, the natural effort which every man is continually 
making to better his own condition, is a principle of preservation 
capable of preventing and correcting, in many respects, the ba 
effects of a political economy in some degree both partial an 
oppressive. Such a political oeeonomy, though it no doubt mtarxu 
more or Jess, is not always capable of stopping altogether th 
natural progress of a nation towards wealth ana prosperity, and sti 
1 Wraith ef #aliaiu, Book IV, chapter u; Caiman, Vol. I, p. 4*1. After 
laid: “By pursuing hi» own interest, he frequently promotes that of the loocty 
effectually than when he really Intends to promote it.” 

* liU., Book IV, chapter v; Vof. fl, p. 43 . 
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lea of making it go backwards. If a nation could not prosper 
without the enjoyment of perfect liberty and perfect justice, there 
is not in the world a nation which could ever have prospered. In 
the political body, however, the wisdom of nature has fortunately 
made ample provision for remedying many of the bad effects of the 
folly and injustice of man; in the same manner as it has done in 
the natural body, for remedying those of his sloth and intemperance . 1 

This passa ge lea ds us to his second thesis, namely, the excellence of 
these economic institutions. As we have already remarked, these two 
idcasof spontaneTty'and excellence, though confused by Smith, ought 
to be treated apart. His naturalism and optimism are inseparable, 
and both of them find expression in'thc same paragraph. The passage 
just quoted affords a proof of this. Personal interest not only creates 
and maintains the economic organism, but at the same time ensures 
a nation’s progress towards wealth and prosperity. The institutions 
are not only natural, but are also beneficial. They interest him not 
merely as objects of scientific curiosity, but also as the instruments of 
public weal. Herein lies their chief attraction for him, for political 
economy to him was more of a practical art than a science. 1 

But this is hardly emphatic enough. Natural economic inst itu- ^ ^ 

tions are not merely good: they arc providential. JJiYinc-Erovidcncc 
has e ndowed man with a desire to better his condition, whence arises ' 
the ^natural’ social organism: so that man, following where this desire , 
leads, js really accomplishing the beneficent designs of God Himself. ’ . 
By pursuing his own interest, man “is in this as in many other cases’ 1 
(he is writing now of the employment of capital) 11 led by an invisible 
hand to promote an end which was no part of his intention. The 
Physiocrats could hardly have improved upon that. 

We can scarcely share in his optimism to-day. But it has played 
too prominent a role in the history of ideas not to detain us for a 
moment. We must examine the arguments upon which it is based 
and endeavour to grasp their import. 

Let us note, in the first place, that every example hitherto deduced 
vmh a view to proving the spontaneity of economic institutions at 
the same time furnishes a demonstration of the beneficial effects of 
personal interest. Owing to a coincidence by no means fortuitous 
every institution mentioned by Smith as owing its existence to the 
1 ItWlA 0/ Ji'alhiu, Book IV, chapter ix, Carman, Vol. II, p. 172 
_* “The great object of the political (economy of every country, is to increase the 
riches and power of that country." {/iuf. Book II, chapter v; Vol. I, p. 351.) Theex- 
pression “the political economy of every country.” which Smith frequently employed, 

"tight be used in answer to wntere such as Krues, who speak oT the Univmalism or 
Internationalism of Smith. 

1 tiiJ, Book IV, chapter it; Vol. I, p. 421. 
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prevalence of action of this kind is at the same time favourable to 
economic progress. Division of labour, the invention of money, and 
the accumulation of capital arc so many natural social facts that also 
increase wealth. The adaptation of demand and supply, the distri- 
bution of money according to the need for a circulating medium, the 
growth of population according to the demand for it, are so many 
spontaneous phenomena which ensure the efficient working of eco- 
nomic society. A perusal of Smith’s work leaves us with the impres- 
sion that these spontaneous institutions must also be the best. 

The general proof of this thesis is scattered throughout the whole 
book. But there was one point especially upon which Smith was very 
anxious to show complete accord between public and private interest. 
This was in connexion with the investment of capital. In his opinion 
capital spontaneously seeks, and as spontaneously finds, the most 
favourable field for investment— most favourable, that is to say, to 
the interest of society in general. This proof at first sight seems to 
apply only to one special fact, but it really has a more general import. 
We know the great stress which Smith laid upon capital. Division of 
labour depends upon it, and so does the abundance or scarcity of 
produce. It determines the quantity of work and fixes the limit of 
population. To show that the investment of capital conforms to the 
general interest is to show that all production is organized in the 
manner most favourable to national prosperity. 

Smith distinguishes between four methods of investing capital: in 
agriculture, in industry, in the wholesale and in the retail trades. 
Wholesale industry is further divided into three classes: domestic 
trade; foreign trade, furnishing the nation with foreign products; and 
carrying trade, which transports those goods From one country to 
another. Smith maintained that the order in which these various forms 
of activity were mentioned was abo the order of their utility, agricul- 
ture being the most advantageous, industry the second-best, etc. 

He abo proposes two criteria for testing this hierarchy: (i) the 
quantity of productive labour put into operation by means of the 
capital employed by each; (a) the amount of exchange value annually 
added to the revenue by each of these employments. As we pasJ 
* from agriculture to the other branches, the quantity of productive 
labour brought into operation and the amount of exchange val ue 
obtained gradually decreases, and with this decrease goes a diminish- 
ing utility for the country. Smith thought that a nation ought to 
employ its capital in the way he had suggested. It ought to give the 
N preference to agriculture, and engage in the other branches only a 5 
lie accumulation of capital permitted. 
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But this is precisely what die capitalists would do were they entirely 
ee. Every one of them, in fact, is interested in keeping his capital 
s near home as possible, with a view to better supervision. Only as 
last resource does he venture to engage in foreign commerce. Again, 
ven among the industries carried on in his own country every capita* 
st will preferably choose that which will result in the production of the 
neatest exchange value, seeing that his profit varies with the amount of 
his exchange value. His investments will accordingly be made in the 
ifder mentioned, an order which roughly corresponds to the greater or 
esser quantity of exchange values produced by each industry. And 
inally, when contemplating investment in foreign trade he will for the 
lame Teason follow the order specified above — the order of greatest 
general utility. Thus the double desire of keeping one's capital within 
one’s reach and of finding for it the most lucrative field of investment 
leads every capitalist to employ his capital in the fashion which is most 
advantageous for the nation. Such is the argument, whatever its value. 

Even if we adopted his criteria it is obvious that his classification 
is altogether too arbitrary. How, for example, can we justify the 
statement that an industrial enterprise or the carrying trade employs 
less capital than agriculture? The exact contrary would be nearer 
the truth, and agriculture ought to be given a much more modest 
position. Moreover, the conception of such a hierarchy does not 
accord very well with the theory of division of labour, which seeks to 
put the various forms of human activity more nearly on an equality. 

As a matter of fact we cannot even accept a criterion which takes 
the amount of exchange values furnished by an industry as the test 
of its social utility. This increase in the quantity of exchange values 
simply proves that the demand for the goods concerned is stronger 
than the demand for some others. When capital flows into certain 
industries it only points to the spontaneous satisfaction of social 
demand. But social demand and social utility are not necessarily the 
same. Demand is the outcome of human desires, and its intensity 
depends upon the revenue drawn by the individual. But we can 
neither regard these desires in themselves nor the system of distribution 
that makes such desires ‘effective’ as sufficient tests of social utility. 
And to say that production follows demand is to prove nothing at all. 
Smith himself seems to have realized this; hence his other criterion — 
the quantity of productive labour employed by capital. According 
to this test those industries that employ the least amount of machinery 
and the greatest amount of hand labour are the most useful — quite an 
untenable view. 

A demonstration of a somewhat similar character has been attempted 
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by the Hedonistic school. They have shown how free competition 
always tends to direct production into such channels as will result in 
maximum utility, or, in other words, that it affords the best method 
of satisfying the actual demands of the market. But they have been 
very careful to note that social utility and ophelimity are two very 
different expressions that must never be confused, and they admit 
that they have failed to find any scientific test or social utility. 

Smith’s argument is unsatisfactory, and its foundation untrust- 
worthy. We do not forget that his optimism is based not so much 
upon this specious demonstration as upon the great number of 
observations which he had occasion to make in the course of his work- 
This idea of a harmony between private interest and the general wcB- 
being of a society was not put forward as a rigidfy demonstrable <* 
priori theory, open to no exceptions. It was rather a general view of 
the whole position — the conclusion drawn from repeated observations, 
the rfeumi of a detailed inquiry which had covered every corner of 
the economic field. A particular process of reasoning may have helped 
to confirm this conclusion, but the reasoning itself was largely based 
upon experience, the universal experience of history. It was the study 
of this experience that led to the discovery of a ‘vital* principle of 
health and progress in the ‘body social.’ Smith would have been the 
first to oppose the incorporation of his belief in any dogma. He was 
content to say that “most frequently” and in a “majority of cases 
general interest was satisfied by the spontaneous action of private 
interest. He was also the first to point out instances — in the case 
merchants and manufacturers, for example — where the particular an 
the general interest came into conflict. We might cite many charac 
teristic passages in which he takes pains to qualify his optimism. 

Absolute his optimism was not, neither was it universal. In fac , 
it would not be difficult to prove that it was never intended to app Y 
to anything other than production. Nowhere does the great Sco® 
economist pretend that the present distribution of wealth is thejustes 
possible — a trait that distinguishes him from the optimists of Bastiat s 
school. His optimism deserted him when he reached that portion o 
his subject. On the contrary, he showed that landed proprietors ^ 
well as capitalists “love to reap where they have not sown,” 
equalities in social position give masters an advantage in bargain^ 
with their men. 1 In more than one passage he speaks of interest a 
» Wraith of Batumi. Bool I, chapter vtii; Carman, VoL I, F>. 63. The 
the advantage in discussion (t) because they can combine much I note 
because, thanks to their superior funds, they can afford to wait w hile “many ** 
could not subsist a week, few could subsist a month, and scarce any a year » 
employment.'* 
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ent as deductions from the produce of labour. 1 Smith, indeed, might 
veil be regarded as a forerunner of socialism. There is no difficulty 
n believing, so far as the experience of old countries goes, that “rent 
ind profit eat up wages and the two superior orders of people oppress 
he inferior one.”* 

It is especially important that we should make a note of the opinions 
if those people who think that Smith intended his optimism to extend 
to distribution as well as to production. As a matter of fact he was 
too level-headed to entertain any such idea. Even Say himself in the 
last edition of his Treatise expresses some doubts as to the equity of the 
present system of distribution.* Smith was not really concerned with 
the question at all. It is only at a much later date, when the socialists 
had demonstrated the importance of the problem, that we hear of 
this belief in the beneficence of economic institutions. It really repre- 
sents a reaction against the socialistic teaching and an attempt at a 
justification of the present methods of distribution. 

We must beware of confusing Smith’s optimism with that of modern 
Hedonism, or of identifying it with Bastiat’s answer to the socialists. 
It lacks the scientific precision of the one and has none of the apologetic 
tone of the other. It is little more than a reflection prompted by the 
too naive confidence of the eighteenth century in the bounty of 
nature,' and an expression of profound conviction rather than the 
conclusion of a logical argument. 

HI: ECONOMIC LIBERTY AND INTERNATIONAL TRADE 
The practical conclusion to which naturalism leads and to which 
Smith’s optimism points is economic liberty. So naturally does it 
proceed from what we have just said that the reader finds himself 
quite prepared for Smith’s celebrated phrases: 

All systems either of preference or of restraint, therefore, being 
thus completely taken away, the obvious and simple system of 
natural liberty establishes itself of its own accord. Every man, as 
long as he does not violate the laws of justice, is left perfectly free 
to pursue his own interest his own w-ay, and to bring both hi* 
industry and capital into competition with those of any other man, 
or order of tnen. 

As to the Government, or “sovereign,” as Smith calls him, “he i* 

* <7 *v«, p gy. 

1 11 N ‘ | t tf tt»l IV, (hiput ni, F*n II. (he begiitrjnp , VcJ. II, p. 67. 

5 *y> <4 Ihr wwiing claim, murti 1 "A ft *t quite certain Out the 

'•wkmin obtain* lhal thtre of wralih ntuch u exactly proper Uoord lo ibe amount 
Which V h«, emmNiinl to production’" (Tnttuw, 6ih ecL, p. 1 16.) 
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completely discharged from a duty, in the attempting to perform which 
lie must always be exposed to innumerable delusions, and for the 
proper performance of which no human wisdom or knowledge could 
ever be sufficient; the duty of superintending the industry of private 
people, and of directing it towards the employments most suitable to 
the interests of the society.” 

.Smit h, following the Physiocrats, but in a more com p rehens rvejind 
^scientific fashion, finds himself driven to the same conclusion, namely, 
|the wisdom of non-intervention by the Stale in matters economic . 1 

fiut here, as elsewhere in his work, the sense of the positive and the 
concrete, so remarkable in Smith, prevents his being content with a 
general demonstration. He is not satisfied with proving the ineffi- 
ciency of intervention as compared with the efficiency of those institu- 
tions which are spontaneously created by society itself, but he attempts 
to show that the State, by its very nature, is unfitted for economic 
functions. His arguments have been the arsenal from which the 
opponents of State intervention have been supplied with ammunition 
ever since. 

Let us briefly recall them. 

“No two characters seem more inconsistent than those of trader 
and sovereign.”* Governments are “always, and without any excep- 
tion, the greatest spendthrifts in the society.”* The reasons for this 
are numerous. In the first place, they employ money which hps been 
gained by others, and one is always more prodigal of the wealth of 
others than of one’s own. Moreover, the Government is too far removed 
from the centres of particular industries to give them that minute 
attention which they deserve if they are going to prosper. 

The attention of the sovereign can be at best but a very gene» 
and vague consideration of what is likely to contribute to the better 
cultivation of the greater part of his dominions. The attention o 
the landlord is a particular and minute consideration of what 
likely .to be the most advantageous application of every men 
ground upon his estate . 4 

This necessity for a thorough cultivation of the soil and for the best 
employment of capital, for direct and careful superintendence, i* an 
idea to which he continually reverts." He regrets, among other things, 
that the growth of public debts causes a portion of the land and e 

* WuJth af Sations, Book IV, chapter ix, in fin; Carman, Vot. II, p. -j, 

*JUJ, Bock V', chapter ii. Parti; VW //, p. 304. Ue males exrrpiiom*** . 

poet-office, “per ha pi the only mercantile project which hai been lueeettfully tna nj “ 
by, I believe, every «ort of government-” (P. 303 ) 

1 * /W, Bool If, chapter in; Voi. r, p. 326. 

* Jbid., Book V, chapter ii. Part II, art. i; Vot II, p. 318. 
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national capital to pass into the hands of fund-holders, who are doubt- 
less interested in the good administration of a country, but ‘'are not 
interested in the good condition of any particular portion of land, 
or in the good management of any particular portion of capital 
ttock.” 1 

Lastly, the State is an inefficient administrator because its agents 
are negligent and "thriftless, not being directly interested in adminis- 
tration, hut paid out of public funds. Should the administration of 
the land pass into the bands of the State he exclaims that not a fourth 
of the present produce would ever be raised, because of "the negligent, 
expensive, and oppressive management of bis factors and agents. 
On the contrary, he proposes that the remainder of the common land 
should be distributed among individuals. On this point European 
Governments have followed his advice somewhat too closely.* For 
the same reason — the necessity for stimulating personal interest 
wherever possible — he commends, instead of a fixed salary for public 
officers, payment by those who benefit by their services, such payment 
m every case to be in strict proportion to the zeal and activity dis- 
played. This was to apply, for example, to judges and professors. 4 

State administration is accordingly a pis oiler, and intervention 
ought to be strictly limited to those cases in which individual action is 
impossible. SiAitb recognizes three functions only which the State can 
perform — namely, the administration of justice, defence. 

and, thirdly, the duty of erecting and maintaining certain public 
works and certain public institutions, which it can never be for the 
interest of any individual, or small number of individuals, to erect 
and maintain; because the profit could never repay the expence to 
any individual or small. number of individuals, though it may fre- 
quently do much more than repay it to a great society. 8 

We must beware, however, lest wc exaggerate this point. Although 
Smith, in the majority of cases, preferred individual action, wc must 
not conclude from this that he had unlimited confidence in individuals. 
South's individualism was of a particular kind. It was not a mere 
blind preference for every private enterprise, for he knew that industry 
frequently falls a prey to the spirit of monopoly. “ People of the same 
•rade seldom meet together, even for merriment and diversion, but 
ffie conversation ends in a conspiracy against the public, or in some 


1 Wealth of Rations, Boole V, chapter iii; Caiman, Vol. II, p. 413. 

; . hook V, chapter u. Pact I j VoL II. p. 308. 

.. v* particularly Burgin, Lei Communaux el la Revolution frantaise, in Jfowelle Revu 
lustonjue de Droit, Nov.-Dee. 1908. 

1 -Vitioiu, Book V, chapter i. Part III, art a; Carman, Vol. II, p. 250, 

** . Sooh IV, chapter be, a fine; Vd, II, p. >85.' 
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contrivance to raise prices."* In order that a private enterprise may 
be useful for the community two conditions are necessary. The tn!re- 
prenrvr must be: (i) actuated by personal interest; (a) his actions roust 
by means of competition be kept within the limits of justice. Should 
either of these two conditions be wanting, the public woufd run the 
risk of losing as much by private as they would by State enterprise. 

Thus Smith throughout remains very hostile to certain collective 
enterprises of a private nature, such as joint-stock companies,* because 
of the absence of personal interest. The only exceptions which he 
would tolerate are banks, insurance companies, and companies formed 
for the construction or maintenance of canals or for supplying great 
towns with water, for the management of such undertakings can 
easily be reduced to a kind of routine, “or to such a uniformity of 
method as admits of little or no variation.”* 

His opposition to every kind of monopoly granted either to an indi- 
vidual or to a company is even more pronounced. A whole chapter 
is devoted to an attack upon the great trading companies of the 
seventeenth and eighteenth centuries, which were created with a 
view to the development of colonial trade, and of which the East India 
Company was the most famous. 

One other observation remains to be made. Non-intervention for 
Smith was a general principle, and not an absolute rule. He was no 
doctrinaire, and he never forgot that to every rule there are some 
exceptions. An interesting list could be made, giving all the eases in 
which, according to Smith, the legitimacy of State intervention was 

indisputable — legal limitation of interest, 4 State administration of the 

post-office, compulsory elementary education, State examinations as a 
condition of entry into the liberal professions or to any post of confi- 
dence whatever, bank-notes of a minimum value of £5, etc.* In a 
characteristic phrase he gave expression to his feeling on the question 
of restricting the liberty of bants. 

Such regulations may, no doubt, be considered as in some respect: 
a violation of natural liberty. But those exertions of the nawn* 
liberty of a few individuals, which might endanger the security ol 


* I Vtalth of Kalians, Book I, chapter x, Part II; Carman, Vol. I, p. 130- 

* Hid., Bool V, chapter i, Part III, art. >; Vol. II, p. 833. 

’ Hid., Book V, chapter 1, But 111 , art. t; Vol. II, p. 246. . 

* Hid , Book II, chapter iv, m Jiu; Vol. I, p. 338. It is probable lhat his conversion 

to belief in absolute liberty took place later u the result of his perusal of 
Oefenet of Usury (1787) advocating the right of taking interest. This seems to M 
been the case if wr can credit the report of a conversation which Smith had J” 
one of Bentham'a friends, mentioned in a letter written to Bentham by another 0 1 

friends — George Wilson. Cf. John Rae, lift of Adam Smith, p. 423. 

* Wealth tf Actions, Book II, chapter is; Caonan, Vol. I, p. 3°7- 
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whole of society, are, and ought to be, restrained by the laws of all 
governments; of the most free, as well as of the most despoucal. 1 

Respite these reservations it is still very evident that the whole of 
smith’s work is a plea for the economic freedom of the individual. 
It is an eloquent appeal against the Mercantilist policy and a violent 
attack upon every economic system inspired by it. 

On this point there is absolute agreement between the work done 
by Smith in England and that carried on at the same time by the 
Physiocrats in France. Both in foreign and domestic trade producers, 
merchants, and workmen were hemmed in by a network of restrictions 
cither inherited from the traditions of the Middle Ages or imposed 
by powerful party interests and upheld by false economic theories. 
The corporations still existed in the towns; although their regulations 
could not be applied to industries bom after the passing of Elizabeth’s 
famous law concerning apprenticeship. The Colbertian system, with 
•ts mob of officials entrusted with the task of superintending the 
processes of production, of examining the weight, the length, and the 
quality of the material employed, was still a grievance with the woollen 
manufacturers.* The fixing of the duration of apprenticeship at seven 
years, the limitation of the number of apprentices in the principal 
industries, the obstacles put in the way of the mobility of labour by 
the Poor Law, and by the series of statutes passed since the reign of 
Elizabeth, fettered the movement of labour and the useful employ- 
ment of capital. Smith opposed these measures with the whole of his 
energy. England, unlike France, had fortunately escaped internal 
restrictions upon trade, but the restraints placed upon foreign trade 
•till kept England and Ireland commercially separated. These checks 
upon foreign trade proved ns irksome in England as they did every- 
where else. Manufactured goods from foreign countries were heavily 
taxed or were prohibited entrance altogether. Certain natural pro- 
ducts — f.g,, French wine — were similarly handicapped; the importa- 
tion of a numlier of commodities necessary for national industry was 
banned; a narrow and oppressive policy regarded the colonics as the 
Watutal purveyors of raw materials for the mother-country and the 
"till'f* tlool II, staples il; Cunln, Vol I, p. joj. lie continue,- 

Toe ©IJigation of building party walls in emirs 10 psevmt ihe communication of fire 
a violation of natural liberty, exactly of the same kind with die rrgulmoni of the 
u*!Ui>n trade vhwh are I>rre propped ” This pawage proves that Smith wya m 
•'■our of p<iU,r rrcijlalicoa whn h would further the material aesunty «f il>e munu. 

here he shows his partiality te adopting hytJeme prrrauiiom ijuntt ihe spread 
"f comat wit dueaare (tVmk V. ehaptes i. Tart HI. art ». Vol II. p i?a) 

. V Mantreu, yp. nf , rp. Cj-f*. 11m wosk gtvr, n».t ,ntrt rating dels U tearing 
,J W> *" ’be pnnti mrtitKonl here. Internal mtnetwns are entuired t<y Smith til 
Uw arrood part of rhaptes s of IVxik 
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willing buyers of its manufactured goods. Against all this mass of 
regulations, destined, it was thought, to secure the supremacy of 
England among other commercial nations, Smith directed his most 
spirited onslaughts. v *fhe fourth book of the Wealth of Motions is an 
eloquent and vigorous attack upon Mercantilism, admirable alike 
for the precision and the extent of its learning. It was this section of 
his work that interested his contemporaries most. For, us it would 
have been the least interesting but for its theory of international trade 
and its criticism of Protection in general. On this account, however, 
it is of considerable importance in the study of economic doctrines. 

In the struggle for Free Trade, as on other points, Smith was fore- 
stalled by the Physiocrats. But again has he shown himself superior 
in the breadth of his outlook.' Physiocratic Liberalism was the result 
of their interest in agriculture, foreign trade being of quite secondary 
importance. x5friith, on the other hand, considered foreign trade W 
itself advantageous, provided it began at the right moment and 
developed spontaneously.' Although his point of view is far superior 
to that of the Physiocrats, even Smith failed to give us a satisfactory 
theory. It was reserved for Ricardo and his successors, particularly 
John Stuart Mill, to find a solid scientific basis for the theory of inter- 
national trade. The doctrine of the Scots economist is somewhat lam*- 
But the hesitancy of a great writer is often interesting, and some of hi* 
arguments deserve to be recalled. 

Already in our review of his theory of money we have become 
familiar with Smith's criticism of the balance of trade theory. 
the balance of trade tlieory u not the whole of Protection, and we find 
in Smith something more than us mere refutation. In the first pL»Cf ( 
we have a criticism of Protectionism in general considered in • * 
Mercantile be aspect, GJ lowed by an attempt to demonstrate the 
pos-uve adv antage* of international commerce. 

The Erst criticism that he offers might be summed lip In the ' 
lr»5wo phrase- ‘'Industry is limited by capital." "The genera 
iadastry if the society can never exceed what the capital of the ***** f 
can errplov “ But Protection, perhaps, increases the quantity “ 
capital* So, “Gj r st can ocJy d.vert a p.m of it into a direction ln“> 
vi_<& it es..fhi no* otherwise have gone." But ihe direction 
taaecsadv g*ven to they capital by individual* is the rrJal favours ‘ * 
to « ct«^try'» uid-atry Has out Smith demuotl rated ihi* 1 

» -ta. S U i±~m tii« U fcvMrvrr, b UA t»h *’•‘*‘■*“**1 

** “““A <U~aa2 • e* «.* mv, Lr. kVr pouf »“ 
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’rotection, consequently, is not merely useless; it may even prove 
njurious. 1 

The argument does not appear decisive, especially when we recall 
he criticism of Smith’s optimism given above. To borrow an ex- 
pression of M. Pareto, it is the maximum of ophelimity and not the 
maximum of utility that is realized by the capitalists under the action 
it personal interest. 

A second and a more striking argument shows the absurdity of 
manufacturing a commodity in this country at a great expense when 
a similar commodity might be supplied by a foreign country at less 
cost. "It is the maxim of every prudent master of a family, never to 
attempt to make at home what it will cost him more to make than to 
buy. . . . What is prudence in the conduct of every private family, 
can scarce be folly in that of a great kingdom." * It is foolish to grow 
grapes in hothouses in Scotland when better and cheaper can be got 
from Portugal or France. Everybody is convinced of that. But a 
similar stupidity prevails when we are hindered by tariffs from profiting 
by the natural advantages which foreign nations possess as compared 
with ourselves. All “the mean rapacity and the monopolizing spirit 
of merchants and manufacturers"* was necessary to blind men to 
their true interests on this point. According to Smith, there exists a 
natutal distribution of products among various countries, resulting in 
an advantage to all of them. It is Protection that hinders our sharing 
in the advantages, This is the principle known as the "territorial 
division of labour.” 

Thu is the best argument for Free Trade. Later on Ricardo and 
Mill Were to think they had improved it by their theory of ‘ compara- 
tive cost,’ but they only managed to complicate it, and the most recent 
thrones have returned to this original new. It is a strange thing that 
Smith himself did rot adopt it, and when he wanted to demonstrate 
directly the advantages of international trade he became to some 
extent disloyal to his own doctrine. 

The real and decisive argument in favour of free exchange turns 
upon a consideration of the consumer’s interests. Increased utilities 
placed at his disposal mark the superiority or free exchange, or, at 
J°hn Stuart Mill putx it, "the only direct advantage of foreign com- 
®'crcc consists in the imports.”* With Smith this is the point of view 
^■eloped least of alt. True, he wrote that “consumption is the sole 

* llWlt TVvL IV, iUjW ii, Cmtiui, Vol I,(i 41^. 

* /W, Boot IV, thipirr ii, Vol J, p. 4*1. 

* fW, Bnol IV. chsptrt lu, Pm II, Vol. X, pp. 457-41®. 
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such as wine, alcohol, sugar, tobacco, cocoa. Such a system, though 
perfectly consonant with a great deal of free exchange, would yield 
abundant revenue to the Treasury, and would afford ample compensa- 
tion for the losses resulting from the introduction of Free Trade. 1 

England has followed his advice, and her financial system is today 
founded on these bases. Few economists can boast of juch a complete 
realization of their projects. 


IV: THE INFLUENCE OF SMITH’S THOUGHT AND 
ITS DIFFUSION. J. B. SAY ' . 

The eighteenth century was essentially a century oflevelling down. 
In Smith’s conception of the economic world we have an excellent 
example of this. Its chief charm lies in the simplicity of its outlines, 
and this doubtless accounted for his influence among his contem- 
poraries. The system of natural liberty towards which both the 
political and philosophical aspirations seemed to point were he 
deduced from, and supported by, evidence taken direct from a stuc 
of human nature — evidence, moreover, that seemed to tally so w* 
with known facts that doubt was out of the question. Smith’s woi 
still retains its irresistible charm. Even if his ideas are some day show 
to be untenable — a contingency we cannot well imagine — his boo 
will remain as a permanent monument of one of the most importar 
epochs in economic thought. It must still be considered the m« 
successful attempt made at embracing within a single purview Ui 
infinite diversity of the economic world. 

But its simplicity also constituted its weakness. To attain thi 
simplicity more than one important fact that refused to fit in with tb 
system had to remain in the background. The evidence employed w» 
also frequently incomplete. None of the special themes — price, wages 
profits, and rent, the theory of international trade or of capital" 
which occupy the greater portion of the work, but has been in some 
way corrected, disputed, or replaced. But the structure loses stability 
if some of the corner-stones are removed. And new points of view 
have appeared of which Smith did not take sufficient account. Instca 
of the pleasant impression of simplicity and security which a perusal 
of Smith’s, work gave to the economists of the early nineteenth century, 
there has been gradually substituted by his successors a conviction c 
the growing complexity of economic phenomena. • 

To pass a criticism on the labours of Adam Smith would be to 
review the economic doctrines of the nineteenth century. That is e 
1 Thii «y» ,eTO « expounded in Book V, chapter ii. Pan H. 
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wst eulogy one can bestow upon his work. The economic ideas of a 
vhole century were, so to speak, in solution in his writings. Friends 
ind foes have alike taken him as their starting-point. The former 
lave developed, extended, and corrected his work. The latter have 
subjected his principal theories to harsh criticism at every point. All 
with tadt accord admit that political economy commenced with him. 

As Gamier, his French translator, put it, “he wrought a complete 
revolution in the science.” 1 To-day, even although the Wealth ef 
Nations may no longer appear to us as a truly sdentific treatise on 
political economy, certain of its fundamental ideas remain incontest- 
able. The theory of money, the importance of division of labour, the 
fundamental character of spontaneous economic institutions, the con- 
stant operation of personal interest in economic life, liberty as the basis 
of rational political economy — all these appear to us as definite 
acquisitions to the science. 

The imperfections of the work will be naturally demonstrated in 
the chapters which follow. In order to complete our exposition of 
Smith’s doctrines it only remains to show how they were diffused. 

The rapid spread of his ideas throughout Europe and their incon- 
testable supremacy remains one of the most curious phenomena in 
the history of ideas. Smith persuaded his own generation and governed 
the next.* History affords us some clue. To attribute it solely to the 
influence of his book is sheer exaggeration. A great deal must be set 
to the credit of circumstances more or less fortuitous. 

M. Mantoux remarks with much justice that it was the American 
War rather than Smith’s writings which demonstrated the decay of 
the ancient political economy and compassed its ruin. The War of 
Independence proved two things: (i) The danger lurking in a colonial 
system which could goad the most prosperous colonies to revolt; 
fa) the uselessness of a protective tariff, for on the very morrow of 
the war English trade with the American colonies was more flourish- 
ing than ever before. “The loss of the American colonies to England 
was tcally a gain to her." So wrote Say in 1603, and he adds-. “This 
is a fact that I have nowhere seen disputed.”* To the American War 
other causes must be added: (1) The urgent need for markets felt by 
English merchants at the close of the Napoleonic Wars; they were 
already abundantly supplied with excellent machinery. (2) Coupled 
with this was a grossing belief that a high price of corn as the result 
°f agricultural protection increased the cost of hand labour. These 


* Jo the prvfae* to tiu translation, t8ai p. Li*. 

* Rae, Ufi tf Smii\ p. toj. The author of thu famous pbraie b Dot known. 
*J. B. Say, Trail/, lit ed_, p. B40. 
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positive truth*/* 1 he npimnl the opinion of all who had read it. 

Rut a complete triumph, to far at the Continent at leatt w a con- 
cemed, had to l«e the work of an interpreter. Such an interpreter tatn* 
fute all these ideal into a coherent body of doctrines, leaving tneloi 
digressions aside.* This wa» the task that fell into the handi of J- 
Say. Among Ini meriti (and it is not the only one) it that °* P°P“* 
laming the ideas of the great Scott economist on the Continent, ^ 
of giving to the ideas a somewhat classical appearance. The tasa 
discrediting the first French school of economist* and of fccilitauog 
the expansion of English political economy fell, curiously enoug , 
the hands of a Frenchman. . , 

J. B. Say was twenty-three year* of age in 1789.* At that tune 
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He realized his capital in 1813, returned 10 Paris, 
edition of his treatise. In 1 8 16 he delivered a course of la 
at the AthCnCe, probably the first course given in France. 
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vas Claviires’s secretary. Clavteres became Minister of Finance in 
[792, but at this period he was manager of an assurance company, and 
kvas already a disciple of Smith. Say came across some stray pages of 
the Wealth of Nations, and sent for a copy of the book. 1 The impression 
it made upon him was profound. “When we read this work,’’ he 
writes, “we feel that previous to Smith there was no such thing as 
political economy.” Fourteen years afterwards, in 1803, appeared Le 
Ttaitf d’honomie politique. The book met with immediate success, and 
a second edition would have appeared had not the First Consul inter- 
dicted it. Say had refused to support the Consul's financial recom- 
mendations, and the writer, in addition to having his book proscribed, 
found himself banished from the Tribunate. Say waited until 1814 
before republishing it. New editions rapidly followed, in 1817, 1819, 
and 1826. The treatise was translated into several languages. Say's 
authority gradually extended' itself; his reputation became European; 
and by these means the ideas of Adam Smith, clarified and logically 
arranged in the form of general principles from which conclusions 
could be easily deduced, gradually captivated the more enlightened 
section of public opinion. 

It would, however, be unjust to regard Say as a mere popularizer 
ofSmith’s ideas. With praiseworthy modesty, he has never attempted 
to conceal all that he owed to the master. The master’s name is men- 
tioned in almost every line, but he never remains content with a mere 
repetition of his ideas. These arc carefully reconsidered and reviewed 
with discrimination. He develops some of them and emphasizes others. 
Amid the devious paths pursued by Smith, the French economist 
chooses that which most directly leads to the dfcsircd end. This path 
» so clearly outlined for his successors that “wayfaring men, though 
fools, could not err therein.” In a sense be may be said to have filtered 
the ideas of the master, or to have toned his doctrines with the proper 
tints. He thus imparted to French political economy its distinctive 
character as distinguished from English political economy, to which 
at about the same time Malthus and Ricardo were to give an entirely 
new orientation. What interests us more than his borrowing is the 
Personal share which he has in the work, an estimate of which we must 
now attempt. 
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with tome opposition on this point, for the English economists wei 
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endurable charactrr, and the consequent fact that it could not b 
considered as adding to the aggregate amount of capital. But h 
soon wins ovrr the majority of writers.* Finally Say, Uke Condillac 
discovered a decisive argument against rhyiiocracy iq the fact tha 
the production of material objects docs not imply their creation 
Man never can create, but roust be content with mere tramformanoi 
of matter. Production is merely a creation of utilities, 4 furthering o 
that capacity of responding to our needs and of satisfying our want 
which is possessed by commodities; and all work is productive whict 

1 Gamier’* translation of Adam Smith, 1802, Vol. V, p. 283. 

* TraiU, 1st ed., p. jg. , 

1 Ibid., p. 21. Later on he employs the more comprehensive term ‘natural a S™“\ 

4 Ibid , Book I, chapters xlii and aliii. By 'industry* Say understands every kina 

of labour. Cf. 6th ed , pp. 70 <1 of. _ 

* Malthus Mill appeared hostile to the doctrine of immaterial products, but 
Lauderdale, Tooke, McCulloch, and Senior accepted it, and it seemed definitely 
fixed when Stuart Mill confined the word 'product* to material products only- For 
Tooke’s view see his letter to J. B. Say in the (Bi ora dicmn of the latter. 
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his radical separation of politics and economics, in avoiding the 
'practical* leanings or Adam Smith, he has succeeded in giving the 
science a greater degree of harmony. But it also acquired a certain 
frigidity which his less gifted successors have mistaken for banality 
or crudity. Rightly or wrongly, the responsibility is ascribed to Say. 

(3) We have just seen the influence wliich the progress of the 
physical sciences had upon Say’s conception of political economy; but 
he was also much influenced by the progress of industry. Between 
1776, the date of the appearance of the Wealth of Nations, and the year 
1803, when Say's treatise appeared, the Industrial Revolution had 
taken place. This is a fact of considerable importance for the history 
of economic ideas. 

When Say visited England a little before 1789 he found machine 
production already in full swing there. In France at the same date 
manufactures were only just beginning. They increased rapidly 
under the Empire, and the progress after 1815 became enormous. 
Chaptal in his work De l' Industrie fran;aise reckons that in 1819 there 
were 220 factories in existence, with 922,200 spindles consuming 13 
million kilograms of raw cotton. This, however, only represented a 
fifth of the English production, which twenty years later was quad* 
rupled. Other industries were developing in a similar way. Everybody 
was convinced that the future must be along those lines — an indefinite 
future, it is true, but it was to be one of wealth, work, and well-being. 
The rising generation was intoxicated at the prospect. The most 
eloquent exposition of this debauchery will be found in Saint-Simonism. 

Say did not escape the infection. While Smith gives agriculture 
the premier place. Say accords the laurels to manufactures. For many 
years industrial problems had been predominant in political economy, 
and the first official course of lectures given by Say himself at the 
Conservatoire des Arts et Metiers was entitled “A Course of Lectures 
on Industrial Economy." 

In that hierarchy of activities which Smith had drawn up accord- 
ing to the varying degree of utility each possessed for the nation 
Smith had placed agriculture first. Say preserved the order, but 
placed alongside of agriculture "all capital employed in utilizing any 
of the productive forces of nature. An ingenious machine may pro- 
duce more than the equivalent of the interest on the capital it has cost 
produce, and society enjoys the benefit in lower prices.’’ 1 This 
sentence is not found in the edition of 1803, and appears only in the 
second edition. Say in the meantime had been managing his factory 
a ' Auchy-Ies-Hesdins, and he had profited by his experience. This 
Troll, 6th <d., p. 403. 
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his radical separation of politics and economics, in avoiding the 
'practical' leanings of Adam Smith, he has succeeded in giving the 
science a greater degree of harmony. But it also acquired a certain 
frigidity which his less gifled successors have mistaken for banality 
or crudity. Rightty or wrongly, the responsibility is ascribed to Say. 

(3) We have jlist seen the influence which the progress of the 
physical sciences had upon Say’s conception of political economy; but 
he was also much influenced by the progress of industry. Between 
1776, the date of the appearance of the Wealth of Nations, and the year 
1803, when Say’s treatise appeared, the Industrial Revolution had 
taken place. This is a fact of considerable importance for the history 
of economic ideas. 

When Say visited England a little before 1789 he found machine 
production already in full swing there. In France at the same date 
manufactures were only just beginning. They increased rapidly 
under the Empire, and the progress after 1815 became enormous. 
Chaptal in his work De V Industrie franfaise reckons that in 1819 there 
were 220 factories in existence, with 922,200 spindles consuming 13 
million kilograms of raw cotton. This, however, only represented a 
fifth of the English production, which twenty yean later was quad- 
rupled. Other industries were developing in a similar way. Everybody 
was convinced that the future must be along those lines — an indefinite 
future, it is true, but it was to be one of wealth, work, and well-being. 
The rising generation was intoxicated at the prospect. Tire most 
eloquent exposition of this debauchery will be found in Saint-Simonism. 

Say did not escape the infection. While Smith gives agriculture 
the premier place. Say accords the laurels to manufactures. For many 
years industrial problems had been predominant in political economy, 
and the first official course of lectures given by Say himself at the 
Conservatoire des Arts et Metiers was entitled “A Course of Lectures 
on Industrial Economy.” 

In that hierarchy of activities which Smith had drawn up accord- 
,n 8 to the varying degree of utility each possessed for the nation 

! Smith had placed agriculture first. Say preserved the order, but 

1 placed alongside of agriculture “all capital employed in utilizing any 

I of the productive forces of nature. An ingenious machine may pro- 
| duce more than the equivalent of the interest on the capital u has cost 
, to produce, and society enjoys the benefit in lower prices ”* This 
• sentence is not found in the edition of 1803, and appears only in the 
I ! second edition. Say in the meantime had been managing his factory 
ji SO Audi y-lrsdicsd ins, and he had profited by Ills experience. This 

I I Ttiili, 6 th H,p. 403 


[26 


ADAM SMITH 


the economist should have demonstrated its cause; but he must give no 
advice.” 1 


In this way Say broke with the long tradition which, stretching 
from the days of the Canonists and the Cameralists to those of the 
Mercantilists and the Physiocrats, had treated political economy as a 
practical art and a guide for statesmen and administrators. Smith had 
already tried to approach economic phenomena as a scientist, but there 
was always something of the reformer in his attitude. Say’s only desire 
was to be a mere student; the healing art had no attraction for him, 
and so he inaugurates the true scientific method. He, moreover, 
instituted a comparison between this science and physics rather than 
between it and natural history, and in this respect also he differed 
from Smith, for whom the social body was essentially a living thing. 
Without actually employing the term ‘social physics,’ he continually 
suggests it by his repeated comparison with Newtonian physics. The 
principles of the science, like the laws of physics, are not the work of 
men. They are derived from the very nature of things. They are not 
established; they are discovered They govern even legislators and 
princes, and one never violates them with impunity.* Like the laws 
of gravity, they are not confined within the frontiers of any one country, 
and the limits of State administration, which are all-important for 
the student of politics, are mere accidents for the economist.* Political 
economy is accordingly based on the model of an exam science, with 
laws that are universal. Like physics, it is not so much concerned 
with the accumulation of particular facts as with the formulation of a 
few general principles from which a chain or consequences of greater 
or smaller length may be drawn according to circumstances. 

A delight in uniformity, 4 love of universality, and contempt for 
isolated facts, these are the marks of the savant. But the same qualifies 
in men of less breadth of view may easily become deformed and result 
in faults of indifference or of dogmatism, or even contempt for all 
facts. And are not these very faults produced by the stress which he 
lay* upon these principles? Was not political economy placed in a 
vulnerable position for the attacks of Sismondi, of List, of the Historical 
school and of the Christian Socialists by this very work of Say? In 


1 Corropoodence with Malta* in &<■*“ 
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his radical separation of politics and economics, in avoiding the 
‘practical’ leanings of Adam. Smith, he has succeeded in giving the 
science a greater degree of harmony. But it also acquired a certain 
frigidity which his less gifted successors have mistaken for banality 
or crudity. Rightly or wrongly, the responsibility is ascribed to Say. 

(3) We have just seen the influence which the progress of the 
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eloquent exposition of this debauchery will be found in Saint-Simonism. 
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the premier place. Say accords the laurels to manufactures. For many 
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and the first official course of lectures given by Say himself at the 
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placed alongside of agriculture “all capital employed in utilizing any 
°f the productive forces of nature. An ingenious machine may pro- 
duct more than the equivalent of the interest on the capital it has cost 
,0 Produce, and society enjoys the benefit in lower prices.” 1 This 
Sentence is not found in the edition of 1803, and appears only in the 
* econ d edition. Say in the meantime had been managing his factory 
,l Auchy-les-Hcsdins, and he had profited by his experience. This 

Tteit /, 6th ed., p. 403 



question of machinery, vihieh wat merely touched on by Smith in a 
ihort passage, findt a larger place in every successive edition of Say’f 
work. Hie general adoption of machinery by manufacturers both in 
Ungland and France freqtKntly incited the workers to riot. Say does 
not fail lo demonstrate its advantages. At lint he admits that the 
Government might mitigate the resulting evils by confining the cm- 
ploymrnt of machinery at t!>e outset to certain districts where labour 
it scarce or is employed in other brandies of production.' But by the 
beginning of the fifth edition he changed his advice and declared that 
such intervention involved interference with the inventor » property,' 
admitting only chat (he Government might set up works of public 
utility in order to employ those men who are thrown out of employ- 
ment on account of the introduction of machinery. 

The influence of these same drcumstances must be accounted 
responsible for the stress which is bid by Say upon the role of an 
individual whom Smith had not even defined, though Cantillon had 
already emphasized that rote, and who is henceforth to remain an 
important personage in the economic world, namely, the entrepreneur. 1 
At the beginning of the nineteenth century the prindpal agent of 
economic progress was the industrious, active, well-informed individual, 
either an ingenious inventor, a progressive agriculturist, or an ex- 
perienced business man. This type became quite common in every 
country where mechanical production and increasing markets became 
the rule. It is he rather than the capitalise properly so called, the 
landed proprietor, or the workman, who is “almost always passive," 
who directs production and superintends the distribution of wealth. 
“The power of industrial entrepreneurs exercises a most notable in- 
fluence upon the distribution of wealth,” says Say. “In the same kind 
of industry one entrepreneur who is judicious, active, methodical, and 
willing makes his fortune, while another who is devoid of these qualities 
or who meets with very different circumstances would be ruined. 

Is it not the master spinner of Auchy-les-Hesdins who is speaking here? 
\Ve are easily convinced of this if we compare the edition of 
with that of 1814, and we can trace the gradual growth and develop- 
ment of this conception with every successive edition of the work. 

Say’s classic exposition of the mechanism of distribution is based 
upon this very admirable conception, which is altogether superior to 
that of Smith or the Physiocrats. The entrepreneur serves as the pivot 

* TraiU, lit ed„ Vo) I, p, 48. * Ibid., 5th ed . Vol. I, p. 67- . 

* Tfce entrepreneur in fact has an important place in Cantillon'i admirable Ersat sue 
la nature' iu commerce, written in the middle of the eighteenth century. 

4 Critical examination of McCulloch’s treatise (18*5), in (Eusres dicer hs, pp. *74* 
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of the whole system. The following may be regarded as an outline of ' 
his treatment. 

Men, capital, and l abour furnish what Say refers to as productive 
services. These service s, when brought to market, are given in ex- 
c hang eTor wa gcs/interest, or rent. It is the entrepreneur, whether mer- 
chant, manufacturer, or agriculturist, who requires them, and it is 
he who combines them with a view to satisfying the demand of con- 
sumers. “The entrepreneurs, accordingly, are mere intermediaries who 
set up a claim for those productive services which are necessary to 
satisfy the demand for certain products.” Accordingly there arises a 
demand for productive services, and the demand is “one of the factors 
determining the value of those services.” 

On the other hand, the agents of production, both men and things, 
whether land, capital, or industrial employees, offer their services 
in greater or less quantities according to various motives, and thus 
constitute another factor which determines the value of these same 
services, 1 

In this fash ion the law of demand and supply determines the_pric£uf 
serviceSj the average rate of interest, and rent. Thanks to the entre- 
preneur, the value produced is again distributed among these “various 
productive services,” and the various services allotted according to 
need among the industries. This theory of distribution is in complete 
accordance with the theory of exchange and production. 

Say’s very simple scheme of distribution constitutes a real progress. 
In the first place, it is much more exact than the Physiocrats’, who 
conceived of exchange as taking place between classes only, and not 
between individuals. It also enables us to distinguish the remunera- 
tion of the capitalist from the earnings or the entrepreneur, which were 
■nfounded by Adam Smith. The Scots economist assumed that the 
trtpmeut was very frequently a capitalist, and confused the two 
nc lions, designating his total remuneration by the single word 1 profit,’ 
ithout ever distinguishing between net interest of capital and profit 
roperiy so called. This regrettable confusion was followed by other 
oglUh authors, and remained in English economic theory foT a long 
me- Finally, Say’s theory has another advantage. It gave to his 
tench successors a clear scheme of distribution which was wanting 
t Smith’* work, just at the time when Ricardo was attempting to 
tercome the omission by outlining a new theory of distribution. 
l . CCOr ?‘ n S *° Ricardo, rent, by its very nature and the laws which 
' ve V sc 10 it, is opposed to other revenues, and the rale of wages and 
Pfotfts must be regarded as direct opposites, *0 that the one can 
1 T'tUt, 6 th ei , p, 349 
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only increase if ihe other diminishes — an attractive but erroneous 
theory, and one which led to endless discussion among English econo- 
mists, with the result that they abandoned it altogether. Say, by 
showing this dependence, which becomes quite dear if we regard 
wages and profits from the point of view of demand for commodities, 
and by his demonstration that rent is determined by the same general 
causes — viz., demand and supply — as determine the exchange value 
of other productive services, saved political economy in France from 
a similar disaster. It was he, also, who furnished Walras with the first 
outlines of his attractive conception of prices and economic equili- 
brium. This explains why he never attached to the theory of rent the 
supreme importance given to it by English economists. In this respect 
he has been followed by the majority of French economists. On the 
other hand, and for a simitar reason, he never went to the opposite 
extreme of denying the existence of rent altogether by regarding it 
merely as the revenue yielded by capital sunk in land. In this way he 
avoided the error which Carey and Bastiat attempted to defend at a 
later period. 1 

(4) So far it is Say's brilliant power of logical reasoning that we have 
admired. But has he contributed anything which is entirely new to 
the science? 

His theory of markets was for a long time considered first-class 
work. "Products are given in exchange for products.” It b a happy 
phrase, but it is not in truth very profound. It simply gives expression 
to an idea that was quite Familiar to the Physiocrats and to Smith, 
namely, that money is but an intermediary which is acquired only to 
be passed on and exdiangcd for another product. “ Once the exchange 
has been effected it is immediately discovered that products pay for 
products.'’ 1 Thus goods constitute a demand for other goods, and the 
interest of a country that produces much is that other countries should 
produce at least as much. Say thought that the outcome of this would 
be the advent of the true brotherhood of man. "The theory of market* 
will change the whole policy of die world," said he. 1 lie though 

I he uyt, “liuuUfcw a portly interest on cipttil burin 1 in lb« *“[•*’ 

I there tee tear properties k herb <!o not Cnee turner hint in improvements Built in Uirm 
Bui then Mil iilut i , irUui doe to this tione It might he if ike li«l »"• 

(but tacked the ntinuiy teiliwi t» nJuttuun. But thu B never the r*** •* ,nr 
tliinl cuusuin.* {Cnuctl fuiwuimi J Mt Culloth't none (ibi'i *° ”“ nl 

p. *770 

• T’tnf. 154 

• ■■ The tin Key of leu u>j t4 »n(tl »r*i the Mudy 1 1 lb* l/iebn*<l forne lit » 

p ia-eJ tb* oieJe cf nature »t the dopcMtl of euriuJ. tn the tune **f tf* •h'*** 
el nthoyt iai of BUtlea kj9 lie ki ole potiej of the kCeU." 1"“' 

P- S»J 
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that the greater part of the doctrine of Free Trade could be based 
upon this principle. But to expect so much from such a vague, self- 
evident formula was to hope for the impossible. 

Still more interesting is the way in which he applied this “theory 
of markets" to a study of over-production crises, and the light which 
that sheds upon the nature of Say’s thought. Garnier had already 
pointed out that a general congestion of markets was possible. As 
crises multiplied this fear began to agitate the minds of a number of 
thinkers. “Nothing can be more illogical,” writes Say. “The total 
supply of products and the total demand for them must of necessity 
he equal, for the total demand is nothing but the whole mass of com- 
modities which have been produced: a general congestion would 
consequently be an absurdity.” 1 It would simply mean a general 
increase of wealth, and “wealth is none too plentiful among nations, 
any more than it is among individuals.”* We may have an inefficient 
application of the means of production, resulting in the over-produc- 
tion of some one commodity or other — «.e., we may have partial 
over-production.* Say wishes to emphasize the fact that we need 


never fear general over-production, but that we may have too much 
of some one product or other. He frequently gave expression to this 
idea In the form of paradoxes. We might almost be led to believe that 
he denies the existence of ernes altogether in the second edition of his 
work.* In reality he was very anxious to admit their existence, but he 
Wished to avoid everything that might prove unfavourable to an 
extension of industry.* 

He thought that crises were essentially transient, and declared that 


t *. 11 "*•' V®*. H> P* *75. * IblJ-, p 179 178. 

"One land of product would seldom be more plentiful than another and goods 
would seldom be too many if every one were given complete freedom " Too much 
f* m *k* 1 possibly been laid on the phrase “Certain products are superabundant 
Mt because others ate wanting," and it has been taken as implying that even partial 
over-production is an impossibility. A note inserted on the next page helps to dear 
U P the matter and to prevent misunderstanding. “The argument of the chapter,” 
**Yi he, "is not that partial over -production » impossible, but merely that the pro- 
Uflion of one thing creates the demand for another." He certainly seems unfaithful 
0 ha own position in the letters he wrote to Malihus, in which he tries to defend 
is own point of view by saying that "production implies producing goods that are 
ttnaiMed," and that consequently if there a any excessive production it is not the 
< of production a* such and cannot be regarded as tctr-prufixtuii. In (pester 
afortmty with his own views and much nearer the truth u his reply to an article 
V “l^ondi published in 1834 in the Rata under the title la fiahm 

CM « w wah«u awe Its Muehoiu (CEurru fumo, p. *50) His statements vary 
WKn w* edition to another, and anything more unstable than Say's views on this 
VKsuon would be difficult to imagine. The formula “Products exchange for 
ucts" (, so general that it includes everything, but meant nothing at all; for what 
after all, if it is not a product? 

Letirts u> Malihus (CEaiwr duvr./r, p. 466). 
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individual liberty would be quite enough to prevent them. He was 
extremely anxious to get rid of the vague terrors which had haunted 
those people who feared that they would not be able to consume all 
this wealth, of a Malthus who thought the existence of the idle rich 
afforded a kind of safety-valve which prevented over-production, 1 of a 
Sismondi who prayed for a slackening of the pace of industrial progress 
and a checking of inventions. Such thoughts arouse his indignation, 
especially, as he remarks, when it is remembered that even among 
the most flourishing nations “seven-eighths of the population are 
without a great number of products which would be regarded as 
absolute necessities, not by a wealthy family, but even by one of 
moderate means.”* The inconvenience — and he is never tired of 
repeating it — is not the result of over-production, but is the effect of 
producing what is not exactly wanted.* Produce, produce all that 
you can, and in the natural course of events a lowering of prices will 
benefit even those who at first suffered from the extension of industry. 

In this once-famous controversy between Say, Malthus, Sismondi, 
and Ricardo (the last sided with Say) we must not expect to find a 
dear exposition of the causes of crises. Indeed, that is nowhere to be 
found. All we have here is the expression of a sentiment which is at 
bottom perfectly just, but one which Say wrongly attempted to state 
in a scientific formula. 

J. B. Say plays a by no means negligible part in the history of doc- 
trines. Foreign economists have not always recognized him. Ddhring, 
who is usually perspicacious, is very unjust to him when he speaks of 
"the labour of dilution” to which Say devoted his energies. 4 His " ant 
of insight frequently caused him to glide over problems instead of 
attempting to fathom them, and his treatment of political economy 
occasionally appears very superficial. Certain difficulties arc veiled 
with pure verbiage — a characteristic in which he is very frequently 
imitated by Bastiat. Despite Say’s greater lucidity, it is doubtful 
whether Smith’s obscurity of style is not, after all, more stimulating 
for the mind. Notwithstanding all this, he was faithful in his trans- 
mission of the ideas of the great Scots economist into French- Happily 
his knowledge of Turgot and Condillac enabled him to rectify tome of 
the more contestable opinions of his master, and in this way h« avoided 

1 Mil thus, Pnonflei of Pthtical Economy, Book II, thapier i. tec, it. 

* Sio to Balance del ComommaliM oca lei Pnduetumi, p. 95a. 

* Duhrin*, Krtliuke CeukukU der . Va tioaaliktmomii 1 end del Sxiahsmul, Sfvl oi , » 87 > 

p. 165 For the culm side of ibe question om may pmfiuMy P™* mter-s tiPS 

nody of Say contributed by XL MUt to the Bene fieneme >!>' 0 f PP 

J|l), and the Peeve flKslotre da Daetrmei, igil (p. 3 9 l}. 
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many of the errors of his successors. lie has left his mark upon French 
political economy, and had the English economists adopted hi* con- 
ception of the rabifmmr earlier, instead of waiting until the appear- 
ance of Jevons, they would have spared the science many useless 
discussions provoked by the work of a thinker tvho was certainly more 
profound but much less judicious than Say, namely, David Ricardo. 1 


CHAPTER III: THE PESSIMISTS 


A nt.w point of view is presented to u* by the economists of whom 
we are now going to speak. Hitherto we have heard ivith admiration 
wf the discovery of new facts and of thesr beneficent effects upon both 
nations and individuals. We are now to witness die enunciation of 
new doctrines which cast a deepening shadow across the radiant dawn 
of economics, giving it that strangely sinister aspect which led Carlyle 
to dtib it “the dismal science.” 

Hence the term * Pessimist*,' although no reproach is implied in 
our use of that term. On the contrary, we shall have to show that the 
theories of the school are often truer than those of the Optimists, which 
we must study at a later stage of our survey. While nominally sub- 
scribing to their predecessors’ doctrine concerning the identity of 
individual and general interests, the many cogent reasons which they 
have adduced against such belief warrants our classification. The 
antagonism existing between proprietors and capitalists, between 
capitalists and workmen, is a discovery of theirs. Instead of the 
natural’ or 'providential' laws that were to secure the establishment 
of the ‘order’ provided they were once thoroughly .understood and 
obeyed, they discovered the existence of other laws, such as that of 
rent, which guaranteed a revenue for a minority of idle proprietors — 
a revenue that was destined to grow as the direct result of the people’s 
growing need; or the ‘law of diminishing returns,’ which sets a definite 
“ nut to the production of the necessaries of life. That limit, they 


„ J^ 01 ^ {Tfitay cf Pulitical Eemomft, 1 883) has recognized in words too rarely 

ilv r?7i dc * r *y confirmed by the modern development of economics, live tuperior- 
ck rtv C economic over Ricardo. "The true doctrine may be more or less 

Cm7l| lr * ce ^ through the writings of a succession of great French economists, from 
^“«.Baude» U , 5-c Trosne, through J. B. Say, Pestutt de Tracy, Storeh, and 
down to Bastiat and CoureeUe-Scneud. The conclusion to which 1 am ever 
to g * e *ljf coming U that the only hope of attaining a out system of economics it 
^Ul&k " 0nt ' ** ever * ^ 5e o> aJ y and preposterous assumptions of the Ricar- 
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asserted, was already being approached, and mankind had no prospeci 
of bettering its lot save by the voluntary limitation of its numbers. 
There was also the tendency of profits to fall to a minimum— -until it 
seemed as if the whole of human industry would sooner or later be 
swallowed up by the stagnant waters of the stationary State. 

^Lastly, they deserve to be classed as pessimists because of their utter 
disbelief in the possibility of changing the course of these inclinable 
laws either by legislative reform or by organized voluntary effort. In 
short, they had no faith in what we call progress. 

But we must never imagine that they considered themselves pessi* 
mists or were classed as such by their contemporaries. This verdict is 
posterity’s, and would have caused them no little surprise. As for 
themselves, they seem to stand aloof from their systems with an in- 
souciance that is most disconcerting. The ‘present order of things’ 
possessed no disquieting features for them, and they never doubted the 
wisdom of 'Nature’s Lord.* They believed that property had been 
put upon an immovable basis when they demonstrated the extent of 
its denotation, and that the spirit of revolt had been disarmed by im- 
pressing upon the poor a sense of responsibility for their own miseries 
The best-Icnown representatives of the school are Malthus'an 
Ricardo. They claimed to be philanthropists and friends of th 
people, and we have no reason to suspect their sincerity.* Their con 
temporaries, also, far from being alarmed, received the new politico 
economy with the greatest enthusiasm. A warm welcome was extendet 
to its apostles by the best of English society,* and ladies of distinctior 
contended with one another for the privilege of popularizing th< 

• abstract thoughts of Rfcardp in newspaper articles and popular tales.’ 
Neither should we omit to pay them full homage for the eminent 
services rendered to the science, and among these not the least impor* 

* ’‘The people must comprehend (hat they are themselves the cause of lhe |r own 
poverty." (Mai thus, p. 458.) Doubtless this is the reason why M. HaWvy, among 
Others, in ha book Lt Rndualwtu phdowphiqui, remarks that Ricardo, Malthul, and 
their disciples we re regarded as the exponents of optimism and quietism, nut to 
what sense were they optimists’ Of course they believed that the rs tiling economic 
order is the best possible, and that it would be impossible tn change it for a better. 
That may be. But we prefer to think of them as “contented pessimists." 

* '‘Every reader of ea odour must icinowUdge that the practical design “PP"' 
most in the mind of the writer, with whatever want of judgment it may have been 
executed, m in improve the condition and increase the happiness of the tower cusses 
of society." It k with this declaration that Mai thus brings hn book on popuiaiwn 
to a close. . . 

* bias Edgeworth, a contemporary of Ricardo, states in her letters that pout 
economy was so much the f a shion that distinguished Udses l*t»e engaging a governess 
foe these children inquired about her competence to teach pol.tiral ecoruaoy. 

- M ft.W Ew- 7, by Sfn Ufarcet (rflrfi). *f W** 

f -by Mas Martincau (9 *v4*_, coctajung shiny stones, iBja-ja!- 
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taut was the antagonism which their theories aroused in the minds of 
the working classes. Pessimists unwittingly often do more for progress 
than optimists. To these two writers fell the task of criticizing economic 
doctrines and institutions, a task that has been taken up by other 
writers in the course of the century, but which seems as far from com- 
pletion as ever. Kart Marx, another critic, is intellectually a scion of 
the Ricardian family. It would be a mistake to imagine that all their 
theories savour of pessimism, but their reputation has always been 
more or less closely linked with the gloomier aspect of their teaching. 

I: MALTHUS * S-.- - l,% * ‘ . 

Malthus is best known for his “law of population.” That he was 
a great economist, even apart from his study of that question, might 
tadly be proved by reference to his treatise on political economy, or 
ty a perusal of the many miscellaneous articles which he wrote on 
various economic questions. A consideration of many of these theories, 
notably the theory of rent, must be postponed until we come to study 
dtern in connexion with the name of Ricardo. 


tws LAW OP POPULATION 

T wenty years had elap sed since the publication of Smith’s immortal 
*v grk, withou t eco nomics m aking any advance, when the appearance 
gfjtj mall an onymo us vol ume, known to be the work of a country 
a g reat sensation. Even after the lapse of a century 
die echo of the controversy which it aroused has not altogether passed 
^'Thomas Robert Malthus was bom in 1766. Hu father, a country gentleman, 
u a man ofleaming and a friend of roost of the philosophers of hu tune, especially 
““■e, and, it also teems, J. J. Rousseau. He was the youngest son of the family, and 
Wlended for the Church and given an excellent education After leaving Cam- 
" 10011 a living in the country, but in 1807 was appointed professor at a 
. *** ' oun ded by the East India Company at Haileybury, in Hertfordshire, where 
• ronained until hi, death in 1831. He married when thirty-mne years of age, and 
^ -ns and a daughter. 

t'tlie U " U was » young unmarried clergyman living in a small country parish when, 
. . *5° *f thirty-two, he in 1 798 published anonymously his famous Essay an the 
a oid 111 << «fnO the Future fm^raomunt if Sorirty His critics were legion, 

o the'r* 0 deV0,e mor f lIud y 10 the subject, he look a three years’ tour ( 1 799-1803) 
tivinti '■'‘"'h' 1 * 0 * — avoiding France, because France at this period was anything but 
cron A? *" ^8'ishman. In 1803 he published — under his own name this time — 3 
rdition, much modified and amplified, and with a slightly different title: An 
P’V'npU of Population, or a View of ill Past and Present Effects on Human 
IVew F<1Ut °th«r editions vrere published during his lifetime- 
■ir^ if 1 not forget his other works, although they were all eclipsed by his earliest 
tod jg,, *** vret *'- The Principles af Political Economy considered with a View la Ik 
P~. . - ’titles (1820); A Series af Short Studies deahnt with the Corn Lasts (1814- 

n Political Economy (18*7). 



away.-^At first sight one might be led to think that the book touche 
only the fringe of economics, seeing that it is chiefly a statistical stud; 
of population, or demography, as the science is called to-day.^Bu 
this new science, of which Malthus must be regarded as the founder 
was separated from the main trunk of economics at a much later date. 
Furthermore, we shall find thatvtfTe influence of his book upon all 
economic theories, both of production and distribution, was enormous. 
The essay might even be considered a reply to that of Adam Smith. 
IThe same title with slight modification would have served well enough, 
]and James Bonar wittily remarks that Malthus might have headed it 
i An Essay on the Causes of the Poverty of Nations. 

The attempt to explain the persistence of certain economic pheno 
mena by connecting them with the presence of a new factor, biological 
in its character and differing in its origin both from personal interest 
and the mere desire for profit, considerably expanded the economic 
horizon and announced the advent of sociology. Jjfc know that 
Darwin himself acknowledged his indebtedness to the work of Malthus 
for the first suggestion of what eventually became the most celebrated 
scientific doctrine of the nineteenth century, namely, the conception 
of the struggle for existence and the survival of the fittest as one of 
the mainsprings of progress. 

There is no necessity for thinking that the dangers which might 
result from an indefinite growth of population had not engaged the 
attention of previous writers. vln_ France Buffo n and Montesquieu had 
already shown some concern in the matter. But a numerous popula- 
tion was usually regarded as advantageous, and fear of excess was 
never entertained inasmuch as it was believed that the number of 
people would always be limited by the available means of subsistence. 
yThis was the view of the Physiocrat Mirabeau, stated in his own 
characteristic fashion in his book L’Ami des kommes, which has for it* 
sub-title Trait / de la population. >6uch a natural fact as the growth of 
population could possess no terrors for the advocates of the ‘natura 
order.’ But in the writings of Godwin this “natural” optimism 
assumed extravagant proportions. HU book on Political Justice ap- 
peared in 1793 and greatly impressed the public. Godwin, it has been 
well said, was the first anarchist who was also a doctrinaire. At any 
rate he seems to have been the first to employ that famous phrase. 
“.Government even in it* best statejs an cviL” His illimitable con t- 
denee in the future of society and the progress of science, which he 
thought would result in such a multiplicity of product* that half a day * 
work would be sufficient to satisfy every need, and his belief in the 
* Sr* Suag'Uad, Ft t-MiLfuuij* Dctuut (Stw VoA. I'/H'- 
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tfficjey of reawm m a force which wvsuld restrain personal interest 
and check the desire fw profit, trail y entitles liim lr* Ijc considered a 
pioneer. Pat Lfr having Ix-rome m pleasant, >< a« there no possibility 
that mm might thm multiply iwyotxl the available means of *til>- 
tislrore? Godwin was ignorant of the terrible intricarin of the prob- 
lem he had thus rai*e«l, and he experienced no difficulty in replying 
that such a mull, if it ever came to pan, must uVe srvrral centuries, 
for reason may prove as powerful in controlling the srxtul instinct as 
lr > ntninitg; the desire foe profit a. Godwin even gon vi far m to out- 
hae a social State in which rea«on shall so dominate srnw that repro- 
duction w>U ctiw altogether and man will Ixrnrnr immortal. 1 

Almost at the mty time tltere appeared in France a volume closely 
Waw.bl'mg Godwin**, entitled F.ifnsi* f 101 7 «Mr« huimqar in froph 
dr tvpnt Fruem, written In C'rKiorcct (1791) It duplayi the same 
eorJidenre in the possibility of achieving happiness through the nll- 
poweriul Instrumentality of science, which, if not destined actually to 
overcome death, w-a* at Iran going to po*tpone tt indefinitely. 1 Thit 
optisynic bool, written by a man who was about to jwmon himself in 
wder to escape the guillotine, cannot leave us quite unmoved. Out, 
dath aboliihed, Condoroct find* that lie hat to face the old question 
propounded to Godwin: "Can the earth always be relied upon to 
t'JppIy sufficient means of subsistence*" To this question lie gives 
d^syacaravef: either science will 1* able to inrtrasr the means of 
rubtir.enct or reasonwiU prevent an inordinate growth nf population. 

It was inevitable, in accordance with the law of rhythm which 
characterises the movements of thought no leas than the farces of 
Bi!urc » that such hasty optimum should provoke a reaction. It was 
*wt long in ooming, and in Malthus't essay we have it developed in 
fullest detail. 

To the statement that there are no limits to the progress of man- 
wd either in wraith or happiness, and that the fear of over-population 
■UiBory, or at any rate so far removed that it need cause no oppre- 
cns * on » Malthus replied tliat, on the contrary, we hair in population 
n almost insurmountable obstacle, not merely looming in the distant 
Jture * but pressing and insistent* — the stone of Sisyphus destined to be 

***. fehiual JuiUii, Hoot VIII, chapter vil (reprinted, London, 1890) 

Man doubilcn will never become immortal, but it it possible that the span of 
7^“ “* ““r he Indefiruiely prolonged ” 

> w jT a P ,tr i -11 * » minted “ The Error of Thinting that the Danger resulting from 
“Ration (, Rnnote. “ “There are for States in which there it not a constant effort 
, 55 “"“reaae beyond <hf mra/w oi* sabraceTior. Tfttr earM&tt 

lends so subject the lower classes of society 10 distress, and lo prevent 
***** Permanent amelioration of their condition,” (P. to.) 
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cam*- r f humanity's ersiwfm tral and final overthrow. 4*’iture hs 
plants! an inttinrt in man which, IrA »n Itself, must result in starvatioi 
aiwl death, nr Is the ore {act that affords a due to men' 

suffering and a kry io the history of nation* *w 1 th*ir untold won. 

r.vrty one, bnvtrvrr little acquainted with sociological study, know 
wimethine of tl>e memorable formula by which Malihtn endeavoured 
to show the contrast letvrrn the frightful rapidity with which populi- 
lion flima when it it allowed to talr ill own con nr and the relative 
slownm in the growth of tlie means t>f subtrstrnee. The first it tepee- 
Kttlrd (ay a gmmetncal aeries where each successive number a a 
multiple of tlw previous one. The aecond series increases in arith- 
metical progression, that it, by simple addition, the illustration bein; 
limply a series of whole number*: 

i a 4 0 tC 33 fif taS 35$ SJX 

19345676 9 iO 

Every term corresponds to a period of twenty-five yean, and a glance 
at the figures will show us that population i* supposed to doubliv every 
twenty-five yean, while the means of subsistence raerdy increases by 
an equal amount during each of these periods. Thus the divergence 
between the two series grows with astonishing rapidity. In the table 
7e*». given above, containing only nine terms, the population figure has 
■// in. already grown to twenty-seven times the means of subsistence in a 
X$0 period of-**j years. Had the series been extended up to the hundredth 
term a numerical representation of the divergence would have required 
some ingenuity. 

- ' '■ The fi rst progression, may be taken as.mriect.JepfesenUnS-?*— 
doesjhe biological law of generation. The terms ‘generation’ and 
‘multiplication’ are not used as synonyms without some purpose. It 
is true that doubling supposes four persons to arrive at the marriage- 
able age, and this means five or six births if we are to allow for the 
inevitable wastage from infant mortality. This figure appears some- 
what high to those who live in a society where limitation of the birth- 
rate is fairly usual. But it is certain that among living beings in general, _ 
including humankind, who are least prolific, the number of births 
where no restraint of any kind exists is really much higher. Women 
have been known to give birth to twenty or even more children. 
And there are no signs of diminishing capacity among the sexes, for 
population is still growing. In taking two as his coefficient Malthus . 
has certainly not over stepped the mark. 1 

* If two children were the normal issue of every mamage, population 
dently diminish, for all ihe children will not reach ihe marriageable aje- Of 
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The p eriod of twenty- five y ean as the interval between the two -£ 
terms is more open to^criiicism. 1 The practice of reckoning three 
generations to a century implies that an interval of about thirty-three 
years must elapse between one generation and another. 

But these are unimportant details. It is immaterial whether we 
lengthen the interval between the two terms from twenty-five to 
thirty-three years, or reduce the ratio from a to r J, or even to some- 
thing between 1 1 and (iV. The mo vement will be a little slower, 
but it is enou g h thatj ts geometrical character should be admitted, for 
hojvever slowjt moves at first it will grow by leaps and bounds until 
jt Surpasses a ll. limits ^<trhcse corrections fail to touch the real force of 
Malthus’s reasoning concerning the law of reproduction^ 

The sc ries representing the growth of the means of subsistence is * 
also open to criticism. It is evidently of a more arbitrary character, 
aniT we cannot say"whether it is simply supposed to represent a pos- 
sible contingency like the first, or whether it pretends to represent 
reality. At least it does not correspond to any known and certain 
law, such as the law of reproduction. As a matter of fact it rather 
seems to give it the lie; for, in short, what is meant by means of sub- 
sistence unless we are to understand the animal and vegetable species 
that reproduce themselves according to the same laws as human 
brings, only at a much faster rate? The power of reproduction among 
plants, like corn or potatoes, or among animals, like fowls, herrings, 
cattle even, or sheep, far surpasses that of man. To this criticism 
Mahhus might have replied as follows. This virtual power of repro- 
duction possessed by these necessaries of life is in reality confined to 
very limited areas of the habitable globe. It is further restricted by the 
difficulty of obtaining the proper kind of nourishment, and by the 
struggle for existence. But if we admit exceptions in the one case why 
t also in the other? It certainly seems as if there were some incon- 


1 will not become parent]. Experience items to thow that with a birth- 
1 of has than three per family population doe* not increase, or if it doe* grow at ail 
' r? 1051 ‘ m Perceptibly. This is the case in France, where on an average there are 
0 births to every marriage. 

justify multiplying by two, Malthus regards a family of six as being a normal 
Of tbe ik, c* 0 vn’A die before attaining marriageable age, or will remain ceK- 
|°* so that we are left with four, who will in turn become parents, and so we have 
•Wstsa.^etc. 

The sUtement that population double* every twenty-five years might appear 
confirmed by the growth of population in the United States It is curious to 
' titT*> **** P°P u * at *°n there during the nineteenth century conforms exactly to 
uss formula. In 1800 it was 5 millions Doubling four times (4 periods of 35 
“ ’Po) gives us a population of 80 millions, which is actually the figure for 
years after the end of the century. But of course this is pure chance, the 
rau Jting from immigration rather than a rising birth-rate. 
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»?*»ency hra. A* a matter eff.ui w- have hm di/fr-renf iW T 
on* attempt* lo »how Ixnv multiplication or reproduction nerd p 
of norr*titf If fi-w rapid among pUnft or anim-it* th.in it is amor 
tnrn. Tl** oih*r rtprrtws what acttnlly happens by showing th. 
tb* otniarW !n tlx* it* Min it* multi plication of men are not Je 
numerous t)w»n the diffirultin in th* way of an indefinite multiple: 
tmn of vegetables nr animals, or, in other words, that the former is 
function of the latter. 

In onler lo gr*tp the inx significance of the second formula i 
must hr translated from the domain of fn’ofogy into the region o 
economies. Malibu* rvklentljr thought of it as the amount of eon 
yiddet! liy a given quantity of land. The English economists coulc 
think of nothing except in tirms of corn! What he wished to point 
out was that the utmost we can expect in this matter is that the increase 
in the amount of the ha nest should be in arithmetical progression — 
say, an increase of two hectolitres every twenty-five yean. This 
hypothesis is really rather too liberal. Lavoisier in 1769 calculated 
that the French crop yielded on an average about 7I hectolitres per 
hectare. Defore the First World War it averaged about 16, and if 
we admit tltat the increment was regular throughout the no years 
which had since elapsed there was an increase of 2 hectolitres per 
25 years. This rate of increase prosed sufficient to meet the small 
increase which has taken place in the population of France. But 
would it have sufficed for a population growing as rapidly as duf 
or England or Germany? Assuredly not, for these countries, despite 
their superior yields, are forced to import from outside a great 
proportion or the grain which they consume. The question arises 
whether France can continue indefinitely oh the same basis during 
the course of the coining centuries. This is, indeed, unlikely, for there 
must be a physical limit to the earth’s capacity on account of the 
limited number of elements it contains. The economic limit will be 
reached still earlier because of the increasing cost of attempting to 
carry on production at these extreme limits. Thus it seems as if the 
law of diminishing returns, which we must study later, were the real 
basis of the Malthusian laws, although Mai thus himself makes no 
express mention of it. 

It is a truism that the number of people who can live in any P*^ 
cannot exceed the number of people who can gain subsistence there^ 
Any excessive population must, according to definition, die of hunger. 


1 It was in this connexion that Malthas penned those famous words which have 
been so frequently brought up against him, although they were omitted from a 
edition. "A man who is bom into a world already possessed, it he canoo S' 


This is just what happens in the animal and vegetable kingdoms. 
Germs arc extraordinarily prolific, but their undue multiplication is 
pitilessly retarded by a law which demands the death of a certain 
proportion, so that life, like a well-regulated reservoir, always remains 
at a mean level, the terrible gaps made by death being replenished by 
a new flow. Among savages, just as among animals, which they much 
resemble, a large proportion literally dies of hunger, Malthus devoted 
much attention to the study of primitive society, and he must be 
regarded as one of the pioneers of prehistoric sociology-— a subject 
that has made much headway since then. 

He proceeds to show how insufficient nourishment always brings 
a thousand evils in its train, not merely hunger and death, but also 
epidemics and such terrible practices as cannibalism, infanticide, and 
slaughter of the old, as well as war .“which, even when not undertaken 
with a definite view to eating the conquered, always results in robbing 
them of their land and the food which it yielded. These are the 
'positive* or ‘ repressive* checks. 

But it may be replied that both among savages and animals the 
cause of this insufficiency of food is an incapacity for production 
rather than an excess of population. 

Malthus has no difficulty in answering this objection by showing 
how savage customs prevailed among such civilized people as the 
Greeks. And even among the most modem nations the repressive 
checks, somewhat mitigated it is true, are never really absent. Famine 
>n the sense of absolute starvation is seldom experienced nowadays, 
except perhaps in Russia, but it is by no means a stranger even to 
•he most advanced communities. Tuberculosis, which involves such 
terrible bodily suiTering, is nothing but a deadly kind of famine. Lack 
of food b also responsible for the abnormally high rate of infant 
mortality and for the premature death of the adult worker. As for 
> **r, >t still demands its toll. Malthus was living during the wars of 
e Revolution and the First Empire — bloody catastrophes that caused 
c death of about ten million men, all in the prime of life, 
a tiviliied communities equilibrium is possible through humaner 
methods- j n th e substitution of the preventive check with its reduced 
rth-rate for the repressive check with its abnormal death-rate. Here 
4ti expedient of which only the rational and the provident can avail 


parents on whom he haa a just demand, and if the society do not 
tig l “ **' ur < hu no claim of eifAf to the smallest portion of fond, and, in fact, has 
kin ei”' ** "fceii he Is. At Nature’s mighty feajt there ss no vacant cover lor 
I'} 1 * him to be gone. ..." On the ether hand, let us remember his sen ice* 
m **'*S*»l«lfl* poblic assistance in England in 18^2. 
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sistency here. As a matter of fact we have two different theses, Tb< 
one attempts to show how multiplication or reproduction need nol 
of necessity be less rapid among plants or animals than it ‘is among 
men. The other expresses what actually happens by showing that 
the obstacles to the indefinite multiplication of men are not less 
numerous than the difficulties in the way of an indefinite multiplies* 
tion of vegetables or animals, or, in other words, that the former is a 
function of the latter. 

In order to grasp the true significance of the second formula it 
must be translated from the domain of biology into the region of 
economics. Malthus evidently thought of it as the amount of com 
yielded by a given quantity of land. The English economists could 
think of nothing except in terms of corn ! What he wished to point 
out was that the utmost we can expect in this matter is that the increase 
in the amount of the harvest should be in arithmetical progression- 
say, an increase of two hectolitres every twenty-five years. This 
hypothesis is really rather too liberal. Lavoisier in 1789 calculated 
that the French crop yielded on an average about 7J hectoh’tres per 
hectare. Before the First World War it averaged about 16, and if 
we admit that the increment was regular throughout the no years 
which had since elapsed there was an increase of 2 hectolitres per 
25 yean. This rate of increase proved sufficient to meet the small 
increase which has taken place in the population of France. But 
would it have sufficed for a population growing as rapidly as that 
of England or Germany? Assuredly not, for these countries, despite 
their superior yields, are forced to import from outside a great 
proportion of the grain which they consume. The question arises 
whether France can continue indefinitely on the same basis during 
the course of the coming centuries. This is, indeed, unlikely, for there 
must be a physical limie to the earth’* capacity on account of the 
limited number of elements it contains. The economic limit will h* 
reached still earlier because of the increasing cost of attempting to 
carry on production at these extreme limits. Thus it seems as if the 
law ot diminishing returns, which we must study later, were the tea 
basis or the Malthusian laws, although Malthus himself males no 
express mention of it. 

It is a truism that the number of people who can live in any pisce 
cannot exceed the number of people who can gain subsistence there 
Any excessive population must, according to definition, die of hunger. 

* ft «u in thk tooKiicn that Maiihia pnnrj rf/« fanout uotJt _ 

born to bt^unnJy brought up uaimt fan, •lihout'i they «*«« ‘* 0I _ 

UXU “A mtn to ho is bora into t Vofii liwly pwifunt 
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the free estreist of sexual connexion, whether within or without the 
marriage bond, through the practice of voluntary sterilization. All 
these preventive methods are grouped together as vices and their evil 
effects contrasted with the practice of moral restraint. Malthus is 
equally explicit on this point. 


Indeed, I should always particularly reprobate any artificial and 
unnatural inodes of checking population. The restraints which I 
have recommended are quite of a different character. They are not 
only pointed out by reason and sanctioned by religion, hut tend in 
the most marked manner to stimulate industry. (P. 572.) 


And he adds these significant words, so strangely prophetic so faT as 
France is concerned: “It might be easy to fall into the opposite mistake 
and to check the growth of population altogether.” 

It is quite needless to add that if Malthus thus made short work of con- 
jugal frauds he all the more strongly condemned that other preventive 
method, narpely, the institution of a special class of professional pros- 
titutes. 1 'Tie would similarly have condemned the practice of abortion, 
of which scarcely anything was heard in his day, but which now appears 
like a scourge, taking the place of infanticide and the other barbarous 
practices of antiquity. Criminal law seems powerless to suppress it, and 
it has already received the sanction of a new morality. 

But apart from the question of immoral practices, did Malthus 
really believe that moral restraint as he conceived of it would consti- 
tute an effective check upon population? 

He doubtless was anxious that it should be so, and he tried to rouse 
men to a holy crusade against this worst of all social evils "To the 
Christian I would say that the Scriptures most clearly and precisely 
point it out to us as our duty to restrain our passions within the bounds 
of reason. . . . The Christian cannot consider the difficulty of moral 
restraint as any argument against its being his duty ” (P. 452.) And 
to those who wish to follow the dictates of reason rather than the 
observances of religion he remarks: “This virtue [chastity] appears 
'0 be absolutely necessary in order to avoid certain evils which would 
otherwise result from the general laws of nature.” {P. 452.)* 


ofrli n* *? cct ° { an yt hln S hke a promiscuous intercourse which prevent* the birth 
n , a » evidently to weaken the tel affections of the hear! and in a very marked 
im VmL l ° < * e 8 rat * c tl ' e female character And any other intercourse would, without 
proper an,, bring as many children into the society as marriage, with a much 
1 of then Wonting a burden to it.” (P, 450.) 

V t** 7 lle,e considerations show that the nature of chastity is not, as some have *up. 
1 ? forced produce of artificial lociety; but that it has the most real and solid 

nature and reason', being appatently the only virtuous means of avoiding 
He ^ * lu ’ n,is *ry which result so often from the principle of population.” {P. 450 ) 

- “so notes that ibts_ virtue has usually been especially commended to women. 
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At bottom he was never quite certain as to the efficacy of moral 
restraint. The threatening hydra always peered over the fragile shield 
of pure crystal with which he had hoped to do battle.VHe also felt 
that celibacy might not merely be ineffective, but would actually 
prove dangerous by provoking the vices it was intended to check. Its 
prolongation, or worse still its perpetuation, could never be favourable 
to good morals. 

*v,Malthus was faced with a terrible dilemma, and the uncompromising 
'Ascetic is forced to declare himself a utilitarian philosopher of the 
Benthamite persuasion^He has now to condone those practices which 
satisfy the sexual instinct without involving maternity, although at an 
earlier stage he characterized them as vices. It seemed to him to be 
the Jester of two evils, for overpopulation* ij itself the cause of much 
immorality, with its misery, its promiscuous living and licence. AU 
of which is very true.* At the same time the rule or conduct now 
prescribed is no longer that of “ perfect purity.” It is, as he himself , 
says, the grand rule of utility. 'Ut'ts clearly our duty gradually to 


but that “there u no reason for supposing that the violation of the laws of dainty 
are not equally dishonourable for both aexes." Maltbiu evidently believed in one 
moral law for both lao 

Consequently whenever the reverend gentleman is reproached with «tic«t»rJg"'S 
blasphemy, a point upon which he is particularly sensitive — for example, when it ■ 
pointed out that Cods injunction to man was to increase and multiply— he hai »o 
difficulty in showing that if procreation is the will of Providence, chastity i* die tat™ 
by Christianity, and that the glorious work of chastity ll to aid Providence in keeping 
the balance of life even. , 

* “Of the other branch of the preventive check, which come* under the fceJJ 

vice, though its effect appears to have been very considerable, yet upon the wn 
its operation seems to have been inferior to the positive cheeks." (P. ) 

“I have said what J ronceive to be ttncOy true, that it is our dorr to defer marriage 
till we fan feed our children; and that it is also our duty not to indulge oorselvo > n 
vicious gratifications; but I have never said that I expected either, much lest t® Bl . 
of these duties to be completely fulfilled In this and a number of other eases, ft t*** 
happen that the violation of one of two dunes will enable a man to perform the ** 
with greater facility. . . The moralist o adll bound to inculcate the practice c*^* 

duties, and rich individual must be left to act as his conscience shall dictate <“• jr’'*’ 

* “I should be extremely sorry to say anything which could either . 

remotely be euutrued unfavourably lo the cause of virtue; but I certainty «an^ 
th i n k that the vices which relate to the sex are the only rices width are I* l* 
uderrd to a moral question." (P ) Malihus omits to mentmn the partly, 
vice which he has in mind- “1 have nor the slightest hesitation in asyvf 
prude n tial check [sore the word — no longer “moral restraint"! » manage w 1 

than premature mnrtaCrv." if j&x) VVe are far removed from the licit suit* 
vim there k no mention of a third alternative between chastity and nee. ^ 

* “Ahy-ct poverty as a state the most unfarewrabje to c hajf.tr that eaft wr 

coocowj. . . . There b a degree of aquaSd poverty in which if * f“l was . 

* ’ f aay that her keing really modest at twenty was an ahsofute miracle (” y-f 

r bewbeve be mn *• I saiatu that the diminution ef the vie* which res'*” 1 _ 

wmdd aToH ■ mSSomf compensation t* any other ev3 that might 
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acquire a habit of gratifying our passion, only in that way which is 
unattended with evil.” (P. 500.) These concessions only served to 
prepare the way for the Neo-Malthusians. 

Malthus gives us a picture of man at the cross-roads. Straighten 
j'ont o f him lies the road to misery, on the right the path of virtue, 
wnScjon the IritlT thTway ofyice. Towards the first man is impelled 
by a blind instinct. Malthus warns him to rein in his desires and 
seek escape along either by-road, preferably by the path on his right. 
But he fears that the number of those who will accept his advice and 
choose “the strait road of salvation” will be very small. On the other 
band, he is \».vrillKsg to admit, even in the secsecy of hi s om soul, 
that most men will probably follow the road that leads on to vice, 
and that masses will rush down the easy slope towards perdition. In 
any case the prospect is anything but inviting. 


No doctrine ever was so much reviled. Imprecations have been 
showered upon it ever since Godwin's memorable description of it as 
"that black, and terrible demon that is always ready to stifle the hopes 
of humanity.” 

Critics have declared that all Malthus's economic predictions have 
been falsified by the facts, that morally, his doctrines have given rise 
to the most repugnant practices, and not a few French writers are 
prepared to hold him responsible for the decline in the French birth- 
What are we to make of these criticisms? 

^ History certainly has not confirmed his fears. No single country has 
shown that it is suffering from over-population. In some cases — that 
of France, for example — population has increased only very slightly. 
In others the increase has been very considerable, but nowhere has it 
outstripped the increase in wealth. 

The following table, based upon the decennial censuses, gives the 
per capita wealth of the population of the United States, the country 
from which Malthus obtained many of bis data-. 


Year 

1850 


5*4 

780 

870 


Dollars 

1036 

1227 

*370 


In fifty years the wealth of every inhabitant has more than quad- 
P'pfrd, although the population in the same interval also shows a 
ourfold increase (23 millions to 92 millions).* 

figw * onI ’' £'■* the va3uej expressed “> money by capittluing them at 
•rtet rale of interest, which give* a rather fictitious result. It doe* not warrant 
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instinct which rouses the most impetuous of passions and Is common 
to all men. The second is frequently social and religious i- its origins, 
assuming different forms according to the exigencies of time and place. 

To the religious peoples who adopted the laws of Moses, of Manu, 
or of Confucius to beget issue was to ensure salvation and to realize 
true immortality. 1 JjortheBrahmin, the Chinese, or the. Jew not to _ 
h ave c hildren meant not merely a misfortune, but a life branded 3vhh 
fail ure.. Among the Greeks and Romans the rearing of children was 
a sacred duty laid upon every citizen and patriot. An aristocratic 
caste demanded that the glories of sis ancestors and founders should 
never be allowed to perish for the want of heirs. Even among the 
working classes, whose lot is often miserable and always one of econo- 
mic dependence, there arc some who are buoyed up by the hope that 
the more children they have the larger will be their weekly earnings 
and the greater their power of enlisting public sympathy. And in 
every new country there is a demand for labourers to cultivate its 
virRywoil and to build up a new people. 

v ihe reproductive instinct, on the other hand, may be thwarted bv 
antagonistic forces — by the selfishness of parents who shun their respon- 
nbilities, or of mothers who dread the pains and perils of child-bearing; 
by the greed of parents who would endow old age rather than foster 
>outh; by the desire of women to enjoy independence rather than seek 
marriage; by the too early emancipation of children, which leaves to 
he parents no gains and no joys beyond the cost and trouble of up- 
mnging; by insufficient house-room or exorbitant taxation, or by any 
me of a thousand causes. 

Thus the considerations that influence reproducuon are infinitely 
raned, and being of a social character they arc neither necessary nor 


permanent, nor yet universal. They may very well be defeated by 
motiv« that belong to the social order, and this is just what happens. 
And it is at least possible to conceive of a state of society w here religious 
auh has vanished and patriotism is dead, where the family lasts only 
W One generation, and where all land has been appropriated so that 
me, calling of the father is denied to the son; where existence has again 

* ion « man obtains victory over all people, by a ion '1 ion he enjoys im- 
w afterwards by the ion of that grandson he reaches the solar abode.” 

his father from hell " “A son of a Brahmin if he performs virtuous 

Thh^h? ‘ !n h “ ’f" ■ oc " ,ori " l p - «°5 ) 

* * nu '* '**■ which Mahhus quotes in support of his eoniention. But he 
tj* *1*** ■* loon as one begins to doubt Menu's teaching the argument is 

***• Ot.r of the reasons why slenlity was considered a dishonour by Jewish 
the r— T* 1 them arcmly hoped that she might become the mother of 

L, JT™ *‘ r «iah. But when tlie Jews ceased to liope for the Deliverer that was 
tiwn the buenuve to childbirth was gone. 



t it t mtimiTj 


t 4 0 

become nomadic and suffering unbearable, and where marriage, easily 
annulled by divorce, ha* become more or less of a free union. In such 
a community, with all incentives to reproduction removed and all 
antagonistic force* in full operation, the birth-rate would fall to zero. 
And if all nations have not yet arrived at this stage they all jean to 
be tending towards it. It is true that a new social environment may 
give rise to new motives. We believe that it will, but as yet we are 
ignorant of the nature of these promptings. 

'-Paradoxical as it may seem, the sexual instinct plays quite a secon- 
dary role in the procreation of the human species. Mature doubtless 
has United (he two instincts by giving them the same organs, and these 
who believe in final causes can admire the ruse which Nature has 
adopted for securing the preservation of the species by coupling 
generation with sexual attraction. But man has displayed ingenuity 
even greater than Nature’s by separating the two functions. He now 
finds that {since he has known how to get rid of reproduction) he can 
gratify his lust without being troubled by the consequences. Thefea rs 
of Mai thu s have vanished; the other spectre, race suicide, is no wcasting 
a gl oom o ver jhe land. 

Malthus's condemnation of such practices was of little avail. Other 
moralists more indulgent than the master have given them their 
sanction by endeavouring to show that this is the only way in which 
men can- perform a double function, on the one hand giving full scope 
to sexual instinct in accordance with the physiological and psycho- 
logical laws of their being, and on the other taking care not to leave 
such a supreme duty as that of child-bearing to mere chance and not 
to impose upon womankind such an exhausting task as that of 
maternity save when freely and voluntarily undertaken. This is quite 
contrary to the pastor’s teaching concerning moral restraint. The 
Neo-Malthusians, on the other hand, consider his teaching very im- 
moral, as being contrary to the laws of physiology, infected with ideas 
of Christian asceticism, and altogether worse than the evil it seeks to 
remedy. His rule of enforced celibacy might, in their opinion, involve 
more suffering even than want of food, and late marriages simply 
constitute an outrage upon morality by encouraging prostitution and 
increasing the number of illegitimate births. The Neo-Mai churiaru 


1 In recent yean this movement has acquired unexpected strength ahoost 
where, but especially in France, where it certainly seemed quite superfluous, 
origins and history of the Neo-Mai thusian movement were recounted by M- 
in 1 934 in a book entitled Lt mmoomont i It Birth Control dam la poyt AngloJazoa { J 
thlqiu do Vinstitut do droit cornea,! do Lyon, VoL XXXII.) The movement was startru 
by Fraud, Place, the eccentric tador who was connected with the beginnings 
trade unionism and whose papers have provided material for all the historians o 
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persist in regarding themselves as his disciples because they think that 
he clearly demonstrated — despite himself, perhaps the exercise 
of the blind instinct of reproduction must result in the multiplication 
of human beings who arc faced by want and disease and liable to 
sudden extinction or slow degradation, and that the only way of 
avoiding this is to check the instinct. 

There is reason to believe, however, that were Malthus now alive 
he would not be a Neo-Malthusian. He would not have willingly 
pardoned his disciples the perpetration of sexual frauds which enable 
man to be freed from the responsibilities which Nature intended him 
to bear. Nevertheless we must recognize that the concessions which 
he made prepared the way for this further development. 

Malthus did not seem to realize the full import of these delicate 
questions which contributed so powerfully to the overthrow of his 
doctrine. Especially is this true of the emphasis which he laid upon 
chastity, involving as he thought abstention from the joys of mar- 
riage. Such celibacy he would impose only upon the poor. 1 The 
rich are obviously so circumstanced that children cannot be a hin- 
drance. We know well enough that it was in the interests of the poor 
'lemselves that Malthus imposed his cruel law “ not to bring beings 
ito the world for whom the means of support cannot be found.” 
ut that does not prevent its emphasizing in the most heartless fashion 
naginable the inequality of their conditions, forcing the poor to 
hoose between want of bread and celibacy. Malthus gave a quietus 
1 the old song which eulogizes love in a cottage as the very acme of 
lappiness. It is only just to remark, however, that he does not go so 
m as to put an interdict upon marriage altogether, which has been 
he case in some countries. The old liberal economist asserts himself 
‘ere. He sees clearly enough that, leaving aside all humanitarian 
:oruidcrations, the remedy offered would be worse than the evil, for 
its only result would be a diminution in the number of legitimate 


ejowmctu. Ilia propaganda da tea from the iBJo'a and is directly aaaociated with the 
Wtu of Mtlthua. The firat book on the aubjeCt v»*> that published anonyrooualy in 
by Dr Dryad air. entitled EUmtnli tj Social Science, but it waa not till 1877 that 
Dryadate founded the Malthusian League. Jl baa lira made rapid progrem In 
Amove and England. 

He categorically declares that "we muit auppoae the general prevalence of aucb 
prudential hablta among the poor as would prevent them from marryi n * “hen the 
*rhia| price of labour joined to what they might have saved in their tingle Kite 
not give them the prospect of bring able to support a wife ar*l five oe six 
c ™'dren wliboui tualtace." (P. Jj6.) Marriage arena prohibited to every wo rler 
“hoae vim are not enough to keep eight persona, which practically would mean 
'hat no workman could marry. 
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Whatever opposition Maithus’* doctrines may have aroused, his 
teaching has long since become a part and parcel of economic science. 
Occasionally it has thwarted legitimate claims, while at other times 
it has been used to buttress some well-known Classical doctrine, such 
as the law of rent or the wages fund theory. On snore than one 
occasion it has done service in the defence of family life and private 
property, two institutions which arc supposed to act as effective checks 
upon the growth of population, because of the responsibilities which 
they involve. 1 

The population question has lost none of its importance, although 
it has somewhat changed its aspect. What Mahhus called the preven- 
tive check has got such a hold of almost every country that modem 
economists and sociologists are concerned not so much with the ques- 
tion of an unlimited growth of population as with the regular and 
universal decline of the birth-rate. It has already been predicted in 
some countries that in a short time the population wall either become 
stationary or begin to fall. What is called the “net reproduction 
rate" has fallen in tome countries of Northern, Central, and Western 
Europe below that which is necessary to keep the population at the 
existing level.* 

It is generally agreed, however, that these causes are not natural 
or pathological lavs, but simply the deliberate wall of parents to have 
no children or to limit their number.* But this explains nothing at 
1 It it Dot proved, however, that inch weir Malthut't view*. Private property, at 
l«Ul peasant proprictonhip, act* a* a itimulu, to population. And it u very runout 
to think that he thoulJ have taken hit illuiiraUon from France, where the tnultiplica- 
ttco of tmaJl farm, b considered one of the cause of the falling birth-rate. “At all 
tuoei the Dumber of tmaJl farmert and proprietor, in France w as great, and though 
*reh a ttate of thing, b by no meant favourable to the clear turplvii produce or dia- 
P<*»hle wealth of a nation, yet aometimet it it not unfavourable to the ataolute 
Produce, and It has a] way, a ttrong tendency to encourage population." And again: 

Even in Trance, with all her advantage, of tituation and climate, the tendency of 
population a to gnat and the want of foresight among the I (Twer claoes to remark- 
• • •" Godwin an] Young errp r es , timdar opinion*. The latter u quoted by 
lalUiii,: “The predominant evd of the kingdom is the having to great a population 
that the on neither employ nor feed it," (P.509) 

, l^riagr, Maltbu, thought, had a restraining influence upon population. He admit, 
t the nmplett and man natural obitacle u to oblige every father to rear hb own chit- 
ron. He also admit, that the thame which the mother of a bastard and her child 
vc ro endure u a matter of tocia] neccatity. He doe, not approve of forcing the 
ft* 1 * who ha, betrayed a woman to many, but be declare* that aedsiction ought to 
tenously punished. Tbit wa, a very novel view at the time, although later it came 
*o hecotnmotdy adop^ 

P P^iAUuvi dr L a Frana, by Huber, Bunle, and Boverat (Hachette, Pant), 

tf i >omc *°cro)ogKa who, like h faith us, would reel ta otplarution both 
for ,ncl of over-population in biological cause. Fourier and Doubleday, 

caa-nple, are among the number. Doubleday, who wrote forty year, before 
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all, for the question is why people no longer wish to have chil dren, 
and, in regard to France, why this deliberate abstinence— which in 
most countries began only in the latter half of the nineteenth century, 
though it is of longer standing in France— has increased so much. To 
explain it we must discover its causes, which are not peculiar to France 
or to our own generation, and which should therefore be observable 
elsewhere, though perhaps in different proportions. It may be, as 
Paul Leroy-Bcaulieu believes, that a fall in die birth-rate results 
simply from the progress of civilization— rather too flattering an 
explanation in the case of France — creating needs and ex penses in- 
compatiblc with the duties and burdens of parenthood. Or we may 
agree with Dumont, 1 who ascribes it to the progress of democracy, 
which stimulates the desire to succeed, to rise more quickly and as 
high as possible — what he calls very ingeniously the law of tapillarity. 
Or again we may attribute it to more specific causes, varying from 
one school of thought to another, such as the system of equal inheri- 
tance, as the Le Play school believes, or the weakening of moral and 
religious beliefs, which is the view of Paul Bureau, or intemperance in 
all its forms, such as debauchery, alcoholism, and so forth. One of 
the most interesting explanations is that suggested by Landry in 
his La R/r vlulion dJmogiaphiqut* According to this view there are 
"populational systems*’ which are not the same in all periods or in 
all human groups. He distinguishes three of these, corresponding to 
three groups of doctrines, and defines them as follows; “In some 
communities marriages and births are unrestrained, the standard of 
life — at all events for the most numerous class — is fixed at what is 
called 'subsistence level,’ and the diath-raU may be said to determine 
population changes. In certain other communities the aim of parents 
is to secure for their children the same conditions as they themselves 
enjoy. In this case the standard of life b above subsistence level, hut 
there b no voluntary limitation of procreation and it b by variations 
in the mamage-mU that the object aimed at b (more or less successfully) 

beEeved that fecundity tirvd invtnely »iih wUiimxt, and that 
artnJ n a Sind 4 *acu/al check upon the grist* th 4 pspuluistn. TVr« are othrn, 
l yin, ktn ifr.n-.k tLu reproductive capacity iitn invtnrly with IntcflccturJ sctivlif 
Bw<h a-jiMiMM mu to ruggeat a kind 4 ©ppoucinn between the dcvtk^eoc*! 4 
tie wLv-tiuai and the progrew o ( lie race wh-ci a very tofgntin. t brrf •**'■'* 

bn ot gamed nun afirtnv. It they are ever proved, wturh la pot very fckriy, 
the prorpect imu attractive eee. It would mean that tk«e eat * out awl «ta*w* 

»tn have men to a ptetnoa 4 «**e itrtwgh there nfrmr culture VuuW dlaSf'f**’/ 
wtJe the poorer. amcrJmrod »-“o would awa i t a> increase. 

» Arjiue IXinvmt, Lt CtftZmtX mciww (Pacu. 

• s«ev. Farw. « 9 i 4 . LaadrV. Itefiry bn been dealt with by the Rrtgia* 
awi saatam Armand J-dm m on Saw — it JiaCuayM be »>*» awl HU- 
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achieved. V^Tiat we wc nowaday in the most civilized countries is 
population changes determined principally by variations in the birth- 
rate birth control is commonly practised, partly from the desire not 
to be burdened with the expense of a Urge family, and partly so that 
the children may live in greater comfort than thtir parents and rise 
higher in the social scale” (p. aoa). The true cause of the decline in 
the birth-rate would therefore be that “rationalization” which since 
the eighteenth century has been introduced into all parts of life, 
whether public or private, in place of the former devotion to tradi- 
tion, custom, and instinct (p. 40). 'Other writers, such as Saury,' 
imi'ad of dwelling on the causes of the decline in the birth-rate, have 
tried to define what H nowadays called the “optimum" population— 
a difficult concept to define precisely — and Lave calculated the results 
*nd l yeprrcussions.of the decline on production and financial condi- 
tions in the countries in which it occurs. 

■•These researches, however useful they may be, still leave unsolved 
the mystery of the form that determine at any given moment the 
rapid increase, the stagnation, and even the decline of a population. 
These forces have roots going down into the depths of man's instinc- 
tive feelings, where it is hardly permissible for the sociologist or the 
economist to reach them and analyse them All wv can say is, hie 
the German demographer Momliett,* that a higher degree of comfort 
and well-being arts tnore often as a restraint than as a stimulus 

M RICARDO 

Ne st to Smith, Ricardo Is die geesint name in economies, and 
^‘'If^jonlnp-rr.y has rentreiT sihiikI 1u» name than ever rsrnl around 
*!T. ’s Smith funded no who. 4, are! his wisdom »rvj mod era- 
tem taxed turn from ccmrnwetty llrnre rvsT) economist, whatever fit 
'levs, I. found sitting at his feet straining to Catch she divine sorer, tt 
« Oies fall from lut bps 

t'ut Rirstdo wst r»i dweller in eilirresl regions He was in the 
tl.il Vest tf ll>e ftcht -the butt of rxery shaft In discussions on the 
ftwcslion sf method the Sttat V is aluexa d.reitrd »rnr«1 Jtirard *, who 
b shmged wi<h |einf llw first to lead tl«e soeme into the Out’ less 
paths if Jit aural tilth Tl*e RiiSnt.an llteor* rt lent sITirds a t.i-pt 
eve»t Mststsn in In* feoc**S ini.t v;»*n p>l»*»r peem. Il.e 
V\ inl.in rtmst *rf nhe «« tlii *t»rtuip^*iii.l •/ imWe ssulwn — 
* l.nOilp that W ivnill teirt have fhsawwe.1, t^seevr* l.-te tnti. 
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taste. The same thing u true of controversies concerning banks of 
issue and international trade: Ricardo’s place was ever with the 
vanguard. 

His defects are as interesting as hb merits, and have been equally 
influential. Of lib theories, especially his more characteristic ones, 
there is now little Jeft, unless we recall what is after all quite as im- 
portant — the criticbms they aroused and the adverse theories which 
they begot. The city banker was a very indifTcTent writer, and his 
work b adorned with none of those beautiful passages so characteristic 
of Smith and Stuart Mill. No telling phrase or striking epithet ever 
meets the eye of the reader. His principal work u devoid of a plan, 
its chapters being mere fragments placed in juxtaposition. Hb use 
of the hypothetical method and the constant appeal to imaginary 
conditions makes its reading a task of some difficulty. This abstract , 
method has long held dominion over the science, and it is still in full 
activity among the Mathematical economists. Hb thoughts are pene- 
trating, but hb exposition b frequendy obscure, and a remark which 
he makes somewhere in speaking of other writers, namely, that they 
seldom know their own strength, may very appropriately be appliet 
to him 5. But obscurity of style has not clouded hb fame. Indep Ll 
has stood him in good st ead, as it did Marx at a later date. We hard!) 
like to say that a great writer is uruntelhgiBIe — a feeling prompted 
partly by -respect and partly arising out of fear lest the lack of intelli- 
gence should really be on our side. The result b an attempt to discover 
a profound meaning in the most abstruse passage — an attempt that 
is seldom fruitful, especially in the case of Ricardo. 

It b clearly impossible to outline the whole of thb monumental 
work. We shall content ourselves with an attempt to place the leading 
conceptions-clearly before our readers. 1 

1 David Ricardo was descended from a Jewish family originally doroicDed in 
Holland. He Was bom in 1771 in London, where his father had settled as a it * 
broker. He entered business at an early age, and soon became thoroughly conversan 
with the intricacies of banking and exchange. On the occasion of his marriage e 
changed his religion, and thus incurred the dirpleasure of his family. Setting up** 
a broker on his own account, he was not long in amassing a huge fortune, onma 
at about £3,000,000 — an enormous sum for those days. _ 


at about £3,000,000 — an enormous sum for those days. 

Naturally enough, his earliest interest in economics centred round banking d u 
dons. The French wars had caused a depreciation in the value of the ban*‘ n ° ■ 
and this aroused the interest not only of the specialists, but also of the public. 

6rst essay, published in 18 to, when he was thirty-eight years of age, was c° tilled 


ana tnis arousea tne interest not only 01 tne specialists, — r--- - _ 

6rst essay, published in 1810, when he was thirty-eight years of age, was nulled 
Hi?h Priu of Bullion a Proof of Ac D, prenation of Boni-noUr. It was toon followed 
other studies dealing with banks and with the credit system. But these short po 
efforts gave scarcely any indication of the great attention which hc^ was “**"* " 
upon the principles of the science. His interest was primarily personal, for 
that be had no intention of publishing anything on the subject. In J817, how • 
the results were seen in a volume entitled Thi_PrinripUi of Political Economy 
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Speaking generally, <JUcardo’s chief concern is with the distribution 
of wealthy He was thus instrumental in opening up a new field of 
economic inquiry, for his predecessors had been largely engrossed with 
production, ‘'To determine the laws which regulate this distribution 
is the principa^problem in political economy.” We have already some 
acquaintance with the tripartite division of revenues corresponding 
with the threefold division of the factors or production — the rent of 
land, the profits of capital, and the wages of labour. Ricardo w'anted 
to determine the way in which this division took place and what laws 
regulated the proportion which each claimant got. Although un- 
hampered by any preconceptions concerning the justice or injustice 
of distribution, we can easily understand how he ushered in the era 
of polemics and of socialistic discussion, seeing that the natural laws 
pale into insignificance when contrasted with the influence wielded by 
human institutions and written laws. The latter override the former, 
and individual interests which may co-operate in production frequently 
prove antagonistic in distribution. 

We shall follow him in his exposition of the laws of rent, wages, and 
profits, but especially rent, for according to him the share given to * 
land determines the proportions which the other factors are going to 
receive. 

One would imagine that an indispensable preliminary to this study 
would be an examination of the Ricardian theory of value, especially 
when we recall the importance of his theory of labour-value in the 
history of economic doctrine and how it prepared the way for the J 
Marxian theory of surplus value, which is the foundation-stone of 
contemporary socialism. Despite all this we shall only refer to his 1 
theory of value incidentally, and chiefly in connexion with the laws 
of distribution. We have Ricardo’s own authority for doing this: 

After all, the great problem of rent, of wages, or of profits might be 
elucidated by determining the proportions in which the total product 

the business man could hardly have guessed that it would shale ihe capitalistic edifice 

to iu Wry foundations. 

In 1819 he was elected a member of the House of Commons, but he was as in- 
Odltrem a speaker as he was • writer. He was always listened to, however, with the 
Pratest respect. ** I have twice attempted to speak," he writes, “but t proceeded in 
“W mast embarrassed manner: and 1 have no hope of conquering the alarm with 
I l 1 assailed the moment I hear the sound of my own voice." In t8l> he 
“'mded the Political Economy Club, the earliest of those numerous societies for the 
is y fwnom ‘ c ‘objects which have since been established in every country. In 
ai k published a work on fntrtt in U d/ncWiure. The following year he died 
!"* “xnpwatively early age of fifty-one. 

? c * lh *u bis writings hive been carefully collected, and hu correspondence 
■J'b 'be chief economists of his day, with Malthus, McCulloch, and Say. published 
* “wopondrnce is eatremely important for an understanding of hu doemoes. 
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it distributed between the proprietors, the capitalists, and the workers, 
but this is not necessarily connected with the doctrine of value .” 1 

It is, moreover, probable that Ricardo himself did not begin with 
an elaborate theory of value from which he deduced the laws of 
distribution, but after having discovered, or having convinced him- 
self that he had discovered, the laws of distribution he attempted to 
deduce from them a theory of value. One idea had haunted him his 
whole lifelong — namely, thatwith the progress of time nature demanded 
an ever-increasing application of human toil. *kNo doubt it was this 
that suggested to him that labour was the foundation, the cause, and 
the measure of value. But he never came to a final decision on the 
question, and his statements concerning it are frequently contra- 
dictory. We must also confess that his theory of value is far from being 
his most characteristic work. In the elucidation of that difficult ques- 
tion, vigorous thinker though he was, he has not been much more 
fortunate than his predecessors. He himself acknowledged this on 
more than one occasion, and shortly before his death, with a candour 
that does him honour, he recognized his failure to explain value. 1 


I. THE LAW or RENT 

Of all Ricardian theories that of rent is the most celebrated, and i 
is also the one most inseparably connected with Ricardo’s name. S< 
well known is it that Stuart Mill spoke of it as the economic po * 
asinorum, and it has always been one of the favourite subjects ol 
examiners. 

The question of rent — that is, of the return which land yields had 
occupied the attention of others besides Ricardo. It was' the burning 
question of the day. The problem of rent dominated English political 
economy during the first half of the nineteenth century, and a later 
period has witnessed a revival of it in the land nationalization policy 
of Henry George. In France there was but a feeble echo of the con- 
troversy, for France even long before the Revolution had been a 
country of small proprietors. Landlordism was far less common there, 
and where it existed its characteristics were very different. That 
threefold hierarchy which consisted of a worker toiling for a da y 
wage in the employ of a capitalist farmer who draws his profits tower 


* Letter to McCulloch, July 13, 1820, quoted b/H. Denis, Vol. II, p. IJ'- 

* In his correspondence with McCulloch, under date December to, 1819, he 

“ I am not satisfied with the explanation which I have given of the principles wn* 
regulate value. 1 wish a more able pen would undertake it." _ . _> 

In a letter to Malthus written on August 15, 1820, speaking of hi* 
value and of McCulloch's, he despairingly adds: "Both of us have failed- 
Hal#vy, La Radicalism* p\iL>sephiqut, and Hector Denis, rf. flt 
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over by a landlord 5n receipt of rents formed a kind of microcosmic 
picture of the universal process of distribution, but it was seldom as 
dearly seen in France as it was in England. 

The first two incomes presented no difficulties. But how are we to 
explain that other income — that revenue which had created English 
aristocracy and made English history tyVhe Physiocrats had named it 
the “net product,” and they argued a liberality of nature and a gift 
of God^ Adam Smith, although withholding the title of creator from 
nature and bestowing it upon labour, nevertheless- admits that a 
notable portion — perhaps as much as a third of the revenue of land — 
is due to the collaboration of nature.' 

Malthus had already produced a book on the subject,' and Ricardo 
hails him as the discoverer of the true doctrine of rent. 'Malthus takes 
as his starting-point the explanation offered by the Physiocrats and 
Adam Smith, namely, that rent is the natural outcome of some special 
feature possessed by the earth and given it by God — that is, the power 
of enabling more people to live on it than are required to ull it.'y'Rent 
is the result, not of a merely physical law, but also of an economic one, 
for nature seems to have a unique power of creating a demand for its 
products, and consequently of maintaining and even of increasing 
indefinitely both its own revenue and value,). The reason for this is 
that the population always tends to equal and sometimes to surpass 
the means of subsistence. In other words, the number of people born 
is seldom less than the maximum number that the earth can feed. 
Inis new theory of rent is a simple deduction from Malthus's law 
concerning the constant pressure of population upon the means of 
subsistence. 

Malthus emphasized another important feature of rent, and it was 
this characteristic that especially attracted Ricardo. Seeing that 
different parts of the earth arc of unequal fertility, the capitals em- 
ployed in cultivation must of necessity yield unequal profits The 
difference between the normal rate of profit on mediocre lands and 
the superior rate yielded by the more fertile land consututes a special 
kind of profit which is immediately seized by the owner of the more 
fertile land. This extra profit afterwards became known as differential 

Jo Ma lthus, as wcll .njo th c Physioc rats, this kind of rent seemed 
®25£2hbl?£itiniate_flnd co nformed to the best interests' of tT>r public. 
It n.u only the just recompense for the “strength and talent” exercised 

Smiih hud l,kmd industry to a household y.«h two thftdim — wage* awt profits, 
*C|*™!(ure to a household with three— wares, profits, and rent. 

ds /ojairs ini 9 tt, ,Sah»< aad Pmjtmi »/ R/*l 
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is distributed between the proprietors, the capitalists, and the workers, 
but this is not necessarily connected with the doctrine of value.” 1 

It is, moreover, probable that Ricardo himself did not begin with 
an elaborate theory of value from which he deduced the laws of 
distribution, but after having discovered, or having convinced him- 
self that he had discovered, the laws of distribution he attempted to 
deduce from them a theory of value. One idea had haunted him his 
whole life long — namely, that with the progress of time nature demanded 
an ever-increasing application of human toil. \No doubt it was this 
that suggested to him that labour was the foundation, the cause, and 
the measure of value. But he never came to a final decision on the 
question, and his statements concerning it are frequently contra- 
dictory. We must also confess that his theory of value is far from being 
his most characteristic work. In the elucidation of that difficult ques- 
tion, vigorous thinker though he was, he has not been much more 
fortunate than his predecessors. He himself acknowledged this on 
more than one occasion, and shortly before his death, with a candour 
that does him honour, he recognized his failure to explain value.* 

I. THE LAW OP RENT 

Of all Ricardian theories that of rent is the most celebrated, and it 
is also the one most inseparably connected with Ricardo’s name. So 
well known is it that Stuart Mill spoke of it as the economic 
asinorum, and it has always been one of the favourite subjects of 
examiners. 

The question of rent — that is, of the return which land yields had 
occupied the attention of others besides Ricardo. It was' the burning 
question of the day. The problem of rent dominated English political 
economy during the first half of the nineteenth century, and a later 
period has witnessed a revival of it in the land nationalization policy 
of Henry George. In France there was but a feeble echo of the con 
troversy, ibr France even long before the Revolution had been a 
country of small proprietors. Landlordism was far less common there, 
and where it existed its characteristics were very different. That 
threefold hierarchy which consisted of a worker toiling for a darn 
wage in the employ of a capitalist farmer who draws his profits towcm 

1 Letter to McCulloch, July >3. tBao. quoted b/H. Denis. Vol. II, p. I7 1 * 

* In his correspondence with McCulloch, under date December t8, 1819, he wntc- 
« J a m not satisfied with the explanation which I have given of the principles wtw* 
regulate value. I wish a more able pert would undertale it," 

la a letter to Malthus written on August >5, «8io, speaking of his own theorv 
value and of McCulloch’s, he despairingly adds: “Both of m have failed." 

Halfivy, ta Rarfieclume philooflurut, and Hector Deni* tp. ttl. 
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“ Rent is a crea tio n of value, not of wealth, * 1 says Ricardo — a pro- 
found saying, and one that has illuminated many a mystery attaching 
to the theory of rent. In that sentence he dratvs a distinction between 
wealth bom of abundance and satisfaction and value begotten of 
difficulty and effort, and he declares that rent is of the second category 
and not of the first. 

Still, this cannot be accepted as the final explanation. It is difficult 
to understand how a purely negative condition such as the absence of 
fertile land could ever create a revenue. It were better to say that 
the want of suitable land supplies the occasion for the appearance of 
rent, although it is not its cause. The cause is the high price of agri- 
cultural products — say com — due to the increased difficulty of culti- 
vating the less fertile lands. 1 In short, the cause and the measure of 
the rent of corn-land are determined by the quantity of labour neces- 
sary to produce com under the most unfavourable circumstances, 
“meaning by the most unfavourable circumstances the most un- 
> favourable under which the quantity of produce required renders it 
necessary to cany on production "* 

Let us assume, as Ricardo did, that first-class land yields a bushel 
of com as the result of ten hours’ work, the com selling for ten shillings 
a bushel.* In order to supply a population that is increasing in 
accordance with the Malthusian formula, land of the second class has 
to be cultivated, when the production of a bushel requires fifteen 
hours' work. The value of com will rise proportionately to fifteen 
•hillings, and landed proprietors of the first class will draw a surplus 
Value or a tonus of five shillings per bushel. So rent emerges. Presently 
the time for cultivating lands of the third class will approach, when 
twenty hours' labour will be necessary for the production of a bushel. 
The price of com goes up to twenty shillings, and proprietors of the 
first class see their gift increased or their rent raised from five to ten 
•hillings per bushel, while the owners of the second-class land obtain 
a bonus of five shillings per bushel. This marks the advent of a new 
class of rent-receiters, who modestly take their place a little below the 


'The comparative scarcity of the most ferule lands is the cause of rent.” (PnncipUt, 
*“• °° nn * r » P- 395-) 

Adam Smith had already offered this aa ail explanauon in the caje of the products 
tbe mine, but he failed to see that arable land is really nothing but a sort of mine. 
^ To-day we simply say that it is determined by increased demand. But this is 
^ulte contrary to Ricardo's views, for in bn opinion tt is labour and not demand that 
rtsatrs value. 

“The value of com u reflated by the quantity of labour bestowed on its produc- 
/?*« quality of land for with that portion of capital] which pass no rent " 
Whi, p. 51 .) 


u given by Ricardo is sc 
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by ihe original proprietor*. The same argument applies 
who have since bought the (and, for it muit have been bot 
the “ fruits of induitry and talent." Its benefits are perma 
independent of the proprietor's labour, and in this way the f 
of land becomes a much-coveted prize, the clium turn iiptitoU 
the just reward of meritorious effort. 

^Ricardo enter* upon an entirely new track. He breaks 
nexion with Smith and the Physiocrats— a connexion that 
had been most anxious to maintain. All suggestion of co-oper 
the part of nature is brushed aside with contempt. >Busir 
and owner or property as he was, he had no superstitious vit 
cerning nature, whose work he contemplated without much f< 
reverence. As against the celebrated phrase of Adam Smith hi 
that of Buchanan: "The notion of agriculture yielding a | 
and a rent in consequence became nature concurs with 
industry in the process of cultivation is a mere fancy." 
to defend the converse of Smith’s view and to show how rent 
the avarice rather than the liberality of nature. 

The proof that the earth's fertility, taken by itself, can n< 
the cause of rent is easily seen in the case of a new country, 
newly founded colony, for example, land yields no rent, h' 
fertile, if the quantity of land is in excess of the people’s d« 
“For no one would pay for the use of land when there was an 
dant quantity not yet appropriated, and therefore at the disp 
whosoever might choose to cultivate Jt.”*vKent only appears * 
the progress of population calls into cultivation land of an n 
quality or leas advantageously situated.” v'Here we hast; tht 
kernel of Ricardo’s theory, instead of being a n^ indicatio n of ns 
generosity , rent is th e result of the grievous necessi ty of having ret 
to rela tively poor land under the pressure of population and v 


< ft o necessary to remember, however, that the old theory survived and * 
here under the very name of Ricardo, for he was unsuccessful in freeing 1 
altogether from its influence. Itc defines rent as ^ that portion of ihe produce 
earth which a paid to the landlord for the use of the original and iodrstri 
powers of the soil-X He continually refers to these powers of the soil, wlm 
described as "natural," ‘‘primitive," “indestructible," r-e., as independent 


* “No thing is more cemmonthta to hear of the advantage* which the land pc 
over every other source of useful produce on account of the surplus which it ; 
in the form of rent. Yet when land 1* man abundant, when most products* 
most fertile, it fields no rent, and il i» only when its power* decay . . . that 
appears.” fPrtxifbt, ed. Conner, p. J».) 

» “The labour of Nature is paid, not breau* 


e she does much, but because she 
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In 1813 a Commission appointed by the House of Commons to 
inquire into the price of com — for the proprietors dreaded the day 
when the return of peace would allow of importation — came to the 
conclusion that new lands could not produce corn at a less cost than 
8or, a quarter. What an argument for Ricardo’s theory I* 

But is there no possible means of avoiding the cultivation of lands 
of the second and third order? Intensive cultivation migh_t_dpuhtle »3 
do somethin g to swell the returns on the older lands, i>ut only up to a 
certain point. It would be absurd to imagine that on a limited area 
oTHnd an unlimited quantity of subsistence can be produced. There 
must be a limit somewhere — an elastic limit, perhaps, and one which 
the progress of science will push farther and farther away, even 
beyond our wildest hopes. But the cultivator stops long before this 
ideal limit is reached, for practice has taught him' that the game is 
not worth the candle, because the outlay of capital and labour exceeds 
the profits on the return. This practical limit is determined for him 
by the law of diminishing returns. 1 

That law is indispensable to an undemanding of the Ricardian 
theory, and is implied in Malthus’s theory of population. Its discovery 
is still earlier, and we have an admirable statement of it in Turgot’s 
writings: “It can never be imagined that a doubling of expenditure 
would result in doubling the product.” vMalthus, unconsciously no 
doubt, repeated Turgot’s dictum.* It is evident, says he, that as 

than 3835 iuch Acts were passed, involving the enclosure of 7,632,664 acre*, most of 
it common land. Not until 1&45 do we find a change either in ihe attitude of public 
opipion or in the action of Parliament 

s/ 1 It is not quite clear whether the high price of corn is due lo the cultivation of new I 
lands or whether this high price is the cause of the cultivauon of new land*. The] 
•econd interpretation appears to us 10 be the most natural, but it involve* the/ 
abandonment of the Ricardian theory. 

•Some critics — eg, Fontenay, Casual's disciple — suggested that land No. 4 might 
very well become No. i . if, instead of being employed in the cultivation of corn, an 
intelligent husbandman were to put It to viticulture or rose-growing. But this 1* to 
•>eg the question. The law of rent implies products of the same kind, for it is this 
identity of quality that enables them to be told at the tame pnee. If bad cam-land 
could become good 1 cue-growing ground, then of course it would take m place among 
rose-growing areas, yielding rent as soon as less fertile lands were employed for the 
same purpose. 

(i 'Turgot, Obienetioni lur un Mtmotre it M dt Smnt-Pfrazy (ffmeri, Vol. I, p 420). 

’ h can never be imagined that a doubling of expenditure would result in doubling 
the product. ... It is more than probable that by gradually increasing the expendi- 
ture up to the point where nothing would be gained on the return, tvseb items would 
successively become less fruitful The earth** fertility resemble* a spring that 15 being 
pressed downwards by the addition of successive weighu. If the weight 1* small and 
•he spring not very flexible, the first attempts will leave no results. But when the 
•wight is enough to overcome the first resistance then it will give to the pressure. 
After yielding a certain amount it will again begin to resist the extra force put upon 
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firtt elw. Tin* third ci*« nf landowner will ireeivs a rent whenever 
the eullivalum nf fourtfwlaw lav I hrrnmn a nrtmiiy. t 

Jt^hav hern Mid in criticism nf the theory lh.it the hirrarchyof Linds 
hAi limply l>een invented for the purpose nf illustrating the theory.' 
But what Ricardo lui really dorr it to pt/t in tcicnriftc language whs' 
ci-rry }WAf.tM knmw— w!u»l hll been handed down to him from Eithe 
to ion in unbroken stirrroion, namely, that all land is not equall; 
fertile. 

Ricardo, m often rrprrwntrd at a purely alxrract thinker, was h 
reality n very practical man anil a time olnerver of those tacti that 
were then occupying the attention of both public and Parliament, 
Highrcnti, following upon high prices, coattitutrd the most important 
phenomenon in the economic history of F.ngland towards the end d 
Uic eighteenth and the bs-ginning of the nineteenth centuries. Right 
through the eighteenth century — that is, up to 179.1— the highest 
price paid for corn was only a few pence above Gor. per quarter. But 
in 1796 the price rose to gar., and in i8ot it reached 177s.— nearly 
three times the old price. The exceptionally high price, due to extra- 
ordinary causes, chief among them being the Napoleonic Wars and 
the Continental blockade, could not last long, although the average 
during the yean 1810-13 remained as high as toGr.* 

This high price of com was not entirely due to accidental causes- 
Something must be attributed to the fact that the available land was 
insufficient for the upkeep of the population, and that new land had 
to be cultivated irrespective of situation or degree of fertility. The 
pastures which had formerly covered England were daily disappear- 
ing before the plough. It was the period of the iniquitous Enclosure 
Acts, when landlords set their hearts upon enclosing the common 
lands. Professor Cannan has drawn up an interesting chart to show 
the close correspondence between the progresj of the enclosure move- 
ment and the high price of com.* 


* "When land of an inferior quality is taken into cultivation the e*cbanfr»ble 

value of raw produce will rise because more labour is required to produce it- ( 
tiplts, ed. Gonner, p. 49 ) . 

* See Cannan’i delightful volume Tht Thtoritt ej Pndutliot 1 and Dutotalam, p. t 5 °> 
where the average decennial price worts out as follows: 


i77<>-*779 
1780-1789 
179°-' 799 


1810-1813 *°h 2 . r 

•The number of Enclosure Acts which Parliament, acting with , 

public opinion, passed during the latter part of the eighteenth and the begi 
the nineteenth centuries increased very rapidly. Between 1700 and 1845 
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returns does not apply. But, some account of the_cost_of transport, 
which increases, the cost of production, must be taken, and this leads 
Jo the same result, namely, a rent for those ne arest the maf ket,Jx cause 
"oTThc .advantages of a superior situation. '^Distance and sterility, as 
J. B. Say remarks, axe the same - thing. If land in America yields 
com at tor. a bushel and freightage equals 5*., it b clear that com 
imported into England must sell for 151. — exactly the same condition 
of things as if land of the second order had been cultivated, and 
English landlords of the first class will still draw a rent of 5 s - Tins 
third possibility was scarcely mentioned by Ricardo, and he could 
hardly hate foreseen the wonderful developments in transportation 
that took place during the next fifty years, which resulted in a reversal 
of the law of diminishing returns and the confuting of the prophets. 1 

The great Ricardian theory, prima fane self-evident, is in reality 
based upon a number of postulates to which we must pay more atten- 
tion. Some of them must be regarded as economic axioms, but the *- 
validity of others is somewhat more doubtful. _ ' 

the first place there is the assumption that the produce of lands 
“ unequally fertile and representing unequal amounts of labour will 
always sell at the same price, or, in other words, will always possess 
the same .exchange value. Is this proposition demonstrably sound? 

It is true when the product in question — for example, corn — is of 
uniform quality and kind. When the goods offered on the same market 
arc so much alike that it is a matter of indifference to the buyer 
whether he takes the one or the other, then it is true that he will not 
pay a higher price for the one than he will for the other. Thi s is what 
Jevons ca lled t he ‘*1 aw of indiffer ence .” ' 

.‘Shortly afterwards a German landowner published a booli dealing with jvm that 
•Me or the problem of rent which had been neglected by Ricardo, namely, ihe in- 
fluence of dutance from a market upon cultivation and the price of product*. We 
are referring to ThOnen, who in hu book Drr holrru Stool (VoL I, 1836) drawi a 
picture of a town surrounded by a belt of land, and *howi how cultivation will be 
attributed in concentric tone* around that centre, and how the kind of cultivation 
adopted will be a function of the distance. 

But the honour of discovering thi* law, which is so important for an understanding 
bfcwhinge value, does not belong entirely Co Ricardo forty yean before a humble 
Scot* farmer named Anderaon had observed the phenomenon and given a very 
taiisfactory analysis of it in his book Obserrations ait lie Altar u of Fonting m Spirit of 
AoIkiuI Wintry (1777). “Now as the expense of cultivating the Irast fertile soil is as 
Peat or greater thsin that of the most fertile field, it necessarily follows that if an 
equal quantity of com, the produce of each field, can be sold at the same price, the 
profit on cultivating the moat fertile toil must lie much greater than that of cultivating 
Jhe other, and as this continues to decrease as the stmliiy increases, it must at length 
•rpen that the expense of cultivating some cf the inferior soils will equal the values 
'Jthevihole produce." (Quoted by Jevons, IWr »/ /bWaf Cmmoy, p. jjg.) 
Ar*iene®’i name was forgotten until quire recently, when it attracted a certain 
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cultivation extends, the annual addition made to the average product 
must continually diminish. 1 Ricardo witnessed the operau'on of the 
law under his very eyes, and he frequently hinted at the decreasing 
returns yielded by capital successively applied to the same land. Even 
in cases of that kind, where recourse to new lands was impossible, 
rents were bound to increase. 

Taking again land No. i, which yields com at ior. a bushel, let us 
imagine that there is an increased demand for wheat. Instead of break- 
ing up land No. 2 an attempt might be made to increase the yield on 
No. 1, but nothing will be gained by it because the new bushel pro- 
duced on No. t will cost 15J., which is just what it would cost if raised 
on second-class land. Furthermore, the price will now rise to 15s., 
and the two bushels will be disposed of for 30s., thus giving the pro- 
prietor a rent of 5*., because they have only cost jty. to produce.’ 

There Js„still another possibility, Jiowever. WCesort might be had to 
emigration and colonists might be encouraged to cultivate the best 
soils of distant lands, soils equal in fertility to those in the first class. 
The products of such lands would be got in exchange for the manu- 
factured goods of the home country, to which the law of diminishing 



tis theory. v\!ter all the study that he had given to the matter, he 
had to confess that the relative value of commodities appeared to be 
determined by two causes: (f) the relative quantity of labour neces- 
sary for its production; the relative length of time required to 
bring the commodity to market. He seems to have had a presentiment 
of the operation of a new and distinct factor, to which Bdhm-Bawerk 
was to ascribe such importance. 

✓The usual method of stating the Ricardian theory of value is to say 
that value is determined by cost of production. It is also the correct 
"ay, inasmuch as he stated it thus himself. Nit is, however, quite a 
different thing to say on the one hand that value is determined b" 
labour and on the other that it depends upon the sum of wages an 
profits (supposing we omit rent). 1 On this point, as on several other 
obscurity of thought alone saves Ricardo from the reproach of sel 
contradiction. 

Suppose we proceed a step farther. The statement that value 
determined by labour is not enough to account for the phenomenc 
of rent. Let us imagine a market where three sacks of com are aval 
»h!e for sale. “Let us further suppose that the production of each it 
volvcd a different quantity oflabour, one being produced on land th: 
Was very fertile, the other on soil that was less generous, etc. Evei 
sack will sell at the same price, but the question is, which of tho 
different quantities of labour is the one that determines the pric< 
'Ricardo replies that it is the maximum quantity, and the value 
the com is determined by the value of that sack which is product 
under the greatest disadvantages. But why should it not be detc 
mined by the value of the sack grown under the most favourab 
circumstances, or by the value of that other sack raised under cone 
tions of average difficulty? 

j, •^hat is impossible. Let us imagine that the three sacks of coi 
T came from three different kinds of land. A, B, and C, where tl 
Necessary quantities oflabour were respectively to, 15, and 20. It 
inconceivable that the price should fall below 20, the cost of produ 
lion of corn grown on C, for if it did C would no longer be cultivates 
but the produce of G is tx hypotlun indispensable. The market pri 
cannot rise above ao, for in that case lands of the fpurth class wou 
be brought under cultivation, and their yield would be added to tl 
quantity already on the market. The supposition b that the quanti 

Com on the market is already sufficient to meet the demand, ai 

ta » Bole on fastion si, chapter t, he addi- “Matshut •preset to think that It 
J nty iluctnne that the tins and , alkie of a thing ihould t< ihe aan»e — n u, u 

mean* by rial, com of production |ncludin| pruTiU “ ll>vtn/-la, ed. Conner, p. 3$.) 
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In ‘the se c ond p lace it is implied that this exchange value, unifo rm 
for all identical products, is determined by the maximum amount of 
labour required for its production, or, in other words, by the amount 
of labour necessary for the production of the more costly portion. 

This brings us to the Ricardian theory of value. We know that he 
considered that the value of everything was determined by the amount 
V°f labour necessary for its production. 1 Adam Smith had alrea dy 
declared tha t value was pr oportiona l to the amount of labour emplo yed, 
but tha t this was the case only in primitive societies. 7in civilized 
society, on the contrary, there is a still smaller liumEcr [of cases] in 
which it consists altogether in the wages of labour. ^vLabour was 
regarded by Smith as one of the factors determining value — though 
by no means the only one, land and 'Capital being obviously the 
others. 

'•'fiut Ricardo simplified matters, as abstract thinkers frequently do, 
by neglecting the last-named factors. This leaves us only labour. 

I Land is dismissed because rent contributes nothing to. th e creation o f 
value, but is itself entirely dependent upon value. *C Com is no t dear 
because land yields rent, but land yields rent because com is dcar^ 
“The clearly understanding this principle is, I am persuaded, of the 
utmost importance to the science of political economy.” As for capital, 
why should we make a special factor of it, seeing that it is only labour? 
Its connotation might be extended so as to include “the labour 
bestowed not on their immediate production only, hut on all those 
implements or machines required to give effect to the particular labour 
to which they were applied.”* But Ricardo was not thoroughly satis- 
fied with this identification of capital and labour, and, great capitalist 
that he was, it must have caused him much searching of heart. 
Furthermore, it was not very easy to apply the conception to such 
commodities as timber and wine, which increase in value as they 
advance in age. J ft a letter to McCulloch he admits the weakness 0 


amount of attention u a precursor of Ricardo. Ricardo himself does no* K™ 
be aware of his existence, at least, be never quota bins. Tbe only two writer* mr 
tinned by Ricardo are Malthui and Wat. , . 

1 “ In speaking, however, of labour as being the foundation of all value, . 
relative quantity of LSjout as almost exclusively determining tbe relsttve * J* » 
commodities, I must not be supposed to be inattentive to tbe different q 
labour.” (/Visnfii, ed. Conner, p. 15.) . „ } 

1 Hume had already pointed out tbe objection to this view. Of- P- 
*“If fixed capital be not at a durable nature it will require a great qusn 7 
labour annually to keep it in its original state of efficiency. h«« t -“ e ^bour 

may be considered as really expended on (be eormncality snanuCsdured. 
bear a value in proportion to such labour ” {frwifUi, «d. Corner, p. J* I 
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Nor would the case be materially different if all lands were supposed 
to be of equal fertility, for who would be willing to cultivate land 
which only yielded the bare equivalent of the expenses of produc- 
tion? 

Ricardo’s unwillingness to recognize this other class of rent, which 
depends solely upon the limited quantity of land, was due to the fact 
that it would have contradicted his other theory that there is no value 
except labour. It is true that he made an exception of some rare 
‘products,* such as valuable paintings, statuary, books, medals, first- 
dass wines, etc., the quantity of which could not be increased by 
labour. Nobody would have taken any notice of such a slight omission 
as that, but had he left out such an important item of wealth as the 
earth itself there would be great danger of the whole theory crumbling 
to dust.* 

Such is the theory of rent, celebrated above all economic doctrines, 
and concerning which it might be said that no doctrine, not even 
that of Mai thus, has ever excited such impassioned criticism. For this 
there are several reasons. 

the first place, it led to an overthrow of the majesty of the ‘ natural 
order’ by simply depicting some of its gloomier aspects.? Men had 
been led to believe that the ‘order’ was for ever beyond challenge. 
Now, however, it seemed that if the new doctrine was true then the 
Interests of the landed proprietors were opposed not only to those of 
overy other class in the community — for sharing always begets an- 
tagonism — but also to the general interest of society as a whole. 

For what are the real interests of proprietors? First, that popula- 
toon and its demands should increase as rapidly as possible in order 
*bat men may be forced to cultivate new lands, and that these new 
lands should bt as strrdc as pcsattdt, Teqvoimg much toil and thus 
Musing an increase in rents. Exhaustive labour bestowed upon the 
cultivation of land that is gradually becoming poorer and poorer 
'rould soon make the fortune of every landlord. 

A* a class, proprietors have every interest in retarding the progress 
® ^‘cultural science, a paradox which the slightest reflection will 
* ow to be true. Every advance in agricultural science must mean 
“tort products from the same amount of land and a check upon the 
. w °* diminishing returns, resulting in lower prices and reduced rents, 
•met it would no longer be necessary to cultivate the poorer soils. In 

h that he never reshred that laud at least in any given country, and 
I,, * or that matter over the whole world, is simply a Lind of wealth “of which no 
eould increase the quantity"? 


THE PtlHUUTI 


1 66 


Uie increase In supply would soon cauie the price to fall again to th 
irreducible minimum of ao. 

We cannot but admire the ingenuity of a demonstration that seek 
to captain a phenomenon like rent — which is a revenue obutnet 
independently of all labour — by the aid of a generalization whic! 
regards laltour as the one source of value. But the explanation i 
ingenious rather titan convincing, for it is quite clear that only in thi 
case of one of the sacks do value and amount of labour actually co- 
incide. In the two other instances the quantity of labour and exchange 
value are absolutely and indefinitely divergent. 

Most contemporary economists, while denying that value is solely 
the product of labour and preferring to regard it as a reflection of 
human preferences, would willingly recognize the element of truth 
contained in the Ricardian view. But it must be understood in the 
sense that Competition, although tending to reduce price to the level 
of cost of production, cannot reduce it below the maximum cost of 
production, or the price necessary to repay the expenses of producing 
the most costly portion of the total amount demanded by the market. 1 
In this sense it is true not only of agricultural but also of all other 
products, and it has a wider scope than was at first ascribed to it by 
its authors. \Rent is nowadays recognized as an element which enters 
into all incomes. But with an extension of sway has gone attenuation, 
and the term has lost something of its original significance and 
precision^ To-day rent is treated as the outcome of certain favourable 
conjunctures, which arc to be found in all stations in life, and it is no 
uncommon thing to speak of consumer’s rent, even. 

The Ricardian theory, moreover, presupposed the existence of a 
class of land which yielded no rent, the returns which it gave being 
only just sufficient to cover cost of production. In other words, 
Ricardo only recognized the existence of differential rents,’ and 
dismissed the other cases mentioned by Malthus. 

/ It really seems as if Malthus were in this instance more correct 
than Ricardo. It is quite possible that in the colonics, for examp e, 
there may be lands which yield no rent because of the superabundance 
of fertile land. Or the same thing may occur in an old country because 
of the extreme poverty of the land. But it is quire evident that w a 
society having a certain density of population the mere fact that them 
exists only a limited amount of land is enough to give to all lands an 
to their products a scarcity value independent of unequal returns. 


1 Still we must note (hat Ricardo and Kail Marx, like every 
base a theory of value upon labour, tacitly assume the operation 
and supply in order that their theories may fit in with the facts. 


one who has tried to 

of the law of demand 
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improved, although there may he partial loss as the result of it. To be 
consistent with themselves they ought to try to arrest all improvement 
in agriculture and manufacture and all invention of machinery. 1 

(The theory of rent, in the second place, endangered the reputation 
of landowners by showing that their income is not the product of 
labour, and is consequently ami-social. > No wonder that it has been 
so severely criticized by conservative 'economists. Ricardo himself, 
however, seemed quite unconscious of the nature of the blow thus 
aimed at the institution of private property. His indifference, which 
appears to us so surprising, is partly explained by the fact that the 
theory absolved the proprietor from all responsibility in the matter. 
Unlike profits and wages, rent does not figure in cost of production 
because it makes no contribution to the price of com, but is itself 
wholly determined by that price.' The landed proprietor thus appears 
as the most innocent of the co-partners, playing a purely passive role. 
He docs not produce rent, but simply accepts it. 

That may be; but the fact that the proprietor plays no part in the 
production of rent, whilst exonerating him from complicity in its 
invidious consequences, spells ruin to his title of proprietor — that is, 
if we consider labour to be the only title to proprietorship. It was just 
mis aspect of the question that drew the attention of Ricardo’s con- 
temporary James Mill. Mill advocated the confiscation of rent or its 
vxaalization by means of taxation.* He thus became a pioneer in the 
"Wealth increases most rapidly m those countries where the disposable land is 
wost futile-, where importation is least restricted, and where, through agricultural 
'f’prmemcnu, productions can be multiplied without any increase m the propor- 
honal quantity of labour, and where consequently the progress of rent is slow.” 

f d. Gunner, p. 54 ) The contrast between fertile lands, free exchange, and 
he development of agricultural science on ilie one hand, and the growth of rent on 
Imp”’ “ vcry •''kingly brought twit tn this paragraph. 

Rent does not and cannot enter in the least degree as a component part of its 
, **• (IW ■ p. 55.) And he adds: "The clearly understanding this principle is, 
persuaded, of the utmost importance to the science of political economy.” It 
lg long before this time, had declared that the "high rate 
" but he does not seem to have attached any gTeat lm. 




e **t Smith, > 

01 nnl ■» the effect of price 
Pmtance to the remark. 

Ricardo wisely admits the possibility of confiscating this rent by means < 

J* ““reason for this being that " a ts* on cent would affect cent only; it 

Wholly on landlords and could not be shifted to any class of consumers." (Ibid., 
tan la^*"* *^ e ar 8 ument which he advances in proof of this, namely, that the 
mild not be shifted, teems to indicate Shat this particular kind of revenue it trot 
•ora' * “'“"pble as that of some other classes in society. But his advocacy is 
of T- r ” lrain 'd, for, as he points out, it would be unjust to put all the burden 
p_' s ' >Qn u P° n the shoulders of one class of the community Rent ts often the 
®ntnn«j r .°^ after years of toil, have insetted their earnings in land. The 


*° TOndnn n expropriation'“toge*« 


indemnifying the expropriated, but u 




e land, 
enough 
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a word, since rent is measured by reference to the obstacles whic 
thwart cultivation, just as the level of water in a pond is determine 
by the height of the sluice, everything that tends to lower this obstac! 
must reduce the rent. In mitigation of this charge it must, however 
be noted that, taken individually, every proprietor is of necessit; 
interested in agricultural improvement, because he may have an op 
portunity of benefiting by larger crops before the improvements hast 
become general enough to lower prices and to push back the margir 
of cultivation. If every proprietor argued in this way, individual 
interest woufd finally cheat itself, to the advantage of the general 
public. But this is nothing to be very proud of. 

Ricardo set out to demonstrate the antagonism, 1 and with what a 
vigorous pen does he not picture it! (The study of this question of rent 
made of him a Free Trader staunchey than Adam Smith, more firmly 
convinced than the Physiocrats^Free Trade was for them founded 
upon the conception of a general harmony of interests, while Ricardo 
built his faith upon one clearly demonstrated fict-(the high price of 
com and its concomitant, high rents?} Free Trade seemed to be the 
m eans of checking this disastrous movement. 1 he free importation of 
com implied the cultivation of distant lands as rich as or even richer 
than any in Britain. All this meant avoiding the cultivation or Inferior 
lands and reducing the high price of corn. 

He was also desirous of proving to the proprietors that the practice 
office exchange, even though it might involve some loss of revenue to 
them, was really to their interest. Their opposition, he thought, was 
very short-sighted. ‘"They fail to see," he writes, 

that commerce everywhere tends to increase production, and that 
as a mult of this increased production general well-being is also 


I **7he dealing* between the landlord tad the public tit cot Jile dealings In 
whereby bosh the seller and the buyer may equally be Mid to gain. Uit tl>« *“* * 
wholly on one aide and the gain wholly on die other * {Pratnpbl, «*■ Go ‘’ n '^ 
p. 3 r J ) so when a proprietor iella torn to a coruuroer it it not of th* W"J* 

aa ordinary bargain where both partita gam tumc thing The ettrmimn grit bln ‘ n t 
in return lor what he give* — la , 6 * what he givei over Ind above what it '** 
to produce the teen. To g-t nothing m return tjr *omr thing given 1* the M* 
tranuriMi that generally pas by the name of theft. 

lUarlo torn ball a reply to the rarjrftalfc dortnne of Smith, dial ** ^ 
of the landlord* are nowhere oppoard lo throe of the 10! of lt« rcmmonity 
imrreu of the UndVwd m alwa.1 oppowd lo that of if- torm.art and , ,'" 7 ', 
Crvw can be permanently at an advanerd prve only lerame add.l»«at t 

■ternary to produce it, keeauae it» roat of p*»aJurta« w inrtrawrf It » ^ 

Sue the mtervat of the Ur.lW'J that the coat auendmg the product** 0 „ 

W Bvrreaved. Thu, however, a nos the interest of I he tur-tui ner ... ■ . 

The in term of the manufacturer that torn rfmull laallW V**'- 

prv» rftom w-3 oce^ higl, fcnt -3 o« «-e Che pore of b- »ear.««r 

t&U.. p. jn J 
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improved, although there may be partial loss as the result of it. Tobe 
consistent with themselves they ought to try to arrest all improvement 
>n agriculture and manufacture and all invention of machinery. 1 

{The theory of rent, in the second place, endangered the reputation 
of landowners by showing that their income is not the product of" 1 
labour, and is consequently anti-social, s No wonder that it has been - 
so severely criticized hy conservative 'economists. Ricardo himself, 
however, seemed quite unconscious of the nature of the blow thus « . 
aimed at the institution of private property. His indifference, which 
appears to us so surprising, is partly explained by the fact that the ’ 
theory absolved the proprietor from all responsibility in the matter. 
Unlike profits and wages, rent does not figure in cost of production 
because it makes no contribution to the price of com, but is itself 
wholly determined by that price. 1 The landed proprietor thus appears 
as the most innocent of the co-partners, playing a purely passive role 
He tJo« not produce rent, but simply accepts it. 

That may be; but the fact that the proprietor plays no pan in the 
production of rent, whilst exonerating him from complicity in its 
invidious consequences, spells ruin to his title of proprietor — that is, 
if we consider labour to be the only title to proprietorship. It was just 
Inis aspect of the question that drew the attention of Ricardo’s con- 
temporary James Mill. Mill advocated the confiscation of rent or its 
•ocializaiion by means of taxation.* He thus became a pioneer in the 
* "Wealth increases most rapidly in those count nci where the disposable land u 
l" 0 *' t ff 'ile, where importation is least restricted, and where, through agricultural 
unptovemmu, productions can be multiplied without any increase in the propor- 
quantity of labour, and where consequently the progress of rent is slow” 
™1“'i *d. Gonner, p. 34 } The contrast between fertile lands, free exchange, and 
development of agricultural science on the one band, and the growth of rent on 
he other, is very strikingly brought out in this paragraph. 

"Rent does not and rannol enter in the least degree as a component part of us 
Pncc.” (Ibid , p. 53 ) And he adds: "The clearly understanding this pnnriple is, 
am persuaded, of the utmost importance 10 ihe science of political economy " It 
true Out Smith, writing long before this time, had drclarixi that ihe “high rate 
Trnl u the effect of price," but he does not seem to base attached any great im- 
P«l«nce to the remark. 

.. *“ ,r do wisely admits the possibility of confiscating ihu rent by means of taaa- 
r,,r ,hu b,in K 'bat “» *»* «*» '*"» would afTect rent only, it would 
w holly on landlords and could not be shifled (o any class of consumers.” (/W-, 

54 1 Amt the argument which he advanrei in proof of this, namely, that the 
»!| l 1 ® 1 k* *h*hed, arrms lo indicate that this particular kind of revenue is pot 

v _' as intangible as that of aome other classes in society. But hu advocacy u 
"■sir lined, fur, as he points out, it would be unjust to put al] the burden 
■*»*t»in upon the shoulders of one class of the communitv. Rent is often the 
l'”Tk * bn, after years of toil, have inverted their earnings in land Ttie 
deV* 1 **' ‘"f’ would thus be got nd of in Ihe process of selling the land. 

h'Jv 1 ' t tuflirienl reason for indemnifying the expropriated, but It h not enough 

**' drn "' evpm,*satKm gimgethc. 




But who can tell whether the peril is finally removed or not? The 
inevitable day will arrive when new countries will consume the corn 
which to-day they export. This may not come about in the history of 
England and Europe for some centuries yet, but when it does happen, 
rent, instead of bring stationary and retrogressive, as it has been so 
long, will again resume its upward trend. 

It is true that we may reckon upon the aid of agricultural science 
even if foreign importation should fail us. Ricardo was ever mindful 
of the great possibilities or human industry. Other economists, notably 
Carey and Fontenay, one of Bastiat’s disciples, have propounded a 
theory which is the exact antithesis of the Ricardian, namely, that 
human industry in its utilization of natural forces always begins with 
the feeblest as being more easily tamed, the more powerful and recalci- 
trant forces only coming in for attention later on. The earth is no 
exception to the rule, and agricultural industry might well become not 
less but more productive. 

This thesis, which implies a negation of the law of diminishing 
returns, is based upon a very debatable analogy. 

When speaking of the future of industry it is well to remember that 
forces used for the first time in the Second World War, such as the 
energies liberated by chemical and intermolecular action, may hold 
infinite resources in reserve for mankind. But agriculture is different. 
Admitting that with nitrogen got from the atmosphere, or with 
phosphorus extracted from the subsoil, we may enrich the land in- 
efinitely, still we arc continually confronted with the limitations of 
me and space, which must determine the development of living things, 
nd of agricultural products among them. When albumen can be 
Mentifically produced then will the Ricardian theory become obsolete. 
Jntil then it holds the field 

l * WAGES AND PROFITS 

us now approach these two laws of Malthus and Ricardo — the 
Population and the law of rent — and ask what effect they are 
ely to have upon the condition of the worker and the amount of 


■ Considerable deductions are again necessary, but the amount of 
'"'ployed in agriculture was much less then 
Rcu'v'e ,t ” n, l^hfied in saying that in England and even in France and other Pro. 
of the c,>unlnc, *h e b-nd has lost bovh in revenue and value during the last quartet 
. tuoeteenth century almost all that it had gained from the ume of Ricardo up 
:ot! sufficient to justify Fovtlle’s description of Ricardo's vaunted 
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But is the re 
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tvitnty.fi ve years against it, that is all. Anyone who would predict a further 
" would probably be running the risk of becoming a false prophet. 
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his wages. The answer is not very reassuring. On the one hand there 
is an indefinite increase in the numbers of the proletariat— the result 
of unchecked procreation, for 'the moral restraint’ can hardly be 
said to have influence at all. The inevitable result is the degradation 
of human labour. On the other hand, the law of diminishing returns 
causes a continuous rise in the price of necessaries. Between low 
wages on the one hand and high prices on the other, the worker feels 
himself crushed as between the hammer and the anvil. 

^-Turgot had long since given utterance to the tragic thought that 
the wages of the worker are only just sufficient to keep him alive. His 
contemporary Necker gave expression to the view in terms still more 
melancholy. “Were it possible, ’’^writes Necker, “to discovers kind 
of food less agreeable than bread but having double its sustenance, 
people would then be reduced to eating only once in two days.” These 
must be looked upon as mere isolated statements, sufficiently well 
attested by contemporary facts, perhaps, but laying no claim to be 
considered general, permanent, and inevitable laws such as Ricardo 
and Malthus would have regarded them. 

And Ricardo still more emphatically declares that ^ the natural price 
oflabouristha t price which is necessary to enable the laboure rs one with 
another to sub sist and to perpetu ate their race without either inc rease 0 
di minution .*^ Note the last words, “without increase or'dimlnuUon" 
that" is, if a working man has more children than are necessary for re 
placing their parents, then their wages will fall below the normal rat< 
until increased mortality shall have again established equilibrium. 

This is not tantamount to saying that nominal wages measured in 
terms of money cannot increase. Indeed, it is absolutely necessary 
that they should increase, seeing that the price of commodities is corn 
tinually rising. If they were to remain the same the workman would 
soon be reduced to starvation. Wages accordingly will show a tendency 
to rise in sympathy with the rising price of corn, so that the workman 
will always be able to procure just the same quantity of bread, no 
more and no less. It ish Ureat wages measured in corn that remain 
stationary, a nd upo n_t his. d e pends t he well-be ing oftbe working H? 5 *’ 
But do they really remain stationary? Ricardo does not seem to 
think so. “In the natural advance of society the wages of labour ww 
have a tendency to fall, as far as they are regulated by supply and 
demand; for the supply of labourers will continue to increase at the 
same rate, whilst the demand for them will increase at a slower rate. 

It is even possible that an increase in nominal wages may hide * 

* “The condition of the labourer will paenlly decline, ««J 1^** *** Uadkcd 

wCl dwiyi be improved/* (ftmylri, ed. Conner, p. J?-) 
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decrease in real wages. In that case, of course, wages will appear to 
rise, but "the fate of the labourer will be less happy; he will receive 
more money wages it is true, but his corn wages will be reduced.” 
Only when the working classes are sufficiently thoughtful to limit the 
number of their children will it be possible to hope for a preservation 
of the status guo. 

It is a truth which admits not a doubt, that the comforts and well- 
being of the poor cannot be permanently secured without some 
regard on their part or some effort on the part of the legislature to 
regulate the increase of their numbers, and to render less frequent 
among them early and improvident marriages. 

In other words, there will always be a demand for a certain number 
of individuals in order to supply the needs of industry . So long as this 
indispensable minimum is not exceeded the wages even of the very 
lowest order must be sufficient to maintain existence, for they must all 
be kept alive at any rate. But should the working population exceed 
this demand nothing can prevent wages from falling even below the 
minimum necessary for existence, for there will no longer be any 
■necessity for keeping them all alive. 

It must be remarked here that on this question, as on that of rent, 
Malthus is less pessimistic than Ricardo. Far from maintaining that 
(every rise in wages of necessity involves an excess of population and 
a consequent lowering of wages, Malthus believed that a capacity for 
forethought, which constitutes the most efficacious check upon the 
operation of blind instinct, may be engendered even among the work- 
ing classes, and that a high standard of life once secured may become 
permanent.^ All this may be very true, but the reasoning involves us 
in a vicious circle. In order that a high rate of wages may produce its 
beneficial effects it must first of all be established, but how can it 
possibly be established as long as the working classes remain steeped 
in the misery caused by not exercising this forethought’ 

An exit from the circle is only possible by recalling the fact that the 
market wage incessantly oscillates about the natural wage according 
to the exigencies of demand and supply. If this accidental rise could 
be prolonged a little it might become permanent and modify the 
workman’s standard of life.* 

Such is the law of wages ^which has long since passed into an axiom, 
and whose audvoruy is invoked in every discussion on social reform.^ 
“It generally happens, indeed, that when m Stimulus has been given to poput^- " 
tion an effect is produced beyond what the east requires . . . The increased wages W 
ire not always immediately expended on food, but are first made to contribute to the 
other enjoyment] of the labourer. Ills improved condition, however, induces and 
enables him to marry." (Ptineiflft, ed. Conner, p. 95 ) , 
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To f-rery refwnv. fr» nrrry proprewl Pi t •orLtl reform, there 

Jt aIwsv* wv* flmwer: "Th'r* t* no mran* nf Improving the lot of the 
’ ' vrelft ftrrpt | ry limiting the nmnlrer of Mi children.* Hi* destiny b 
In M* «*»n Iwreii.*** laatirrwUy *oela!iim. erenmenrin? with I^wwIIe, 
mAln a careful ttwlf of the hw, #p»| return* tt> the charge against 
the rtntintf economic order Ity affirming that in no respect is it a 
natural Jaw, hut merely a rrtult of the CApffafijt regime, upon which 
il nipplirt an rhsquenl commentary 

We mutt not fail to note that in the Ricardian theory there b not 
>' lit ia I «r can exactly call antatmnbm between the landed proprietor 
v» aim) the proletarian To tlie latt er it 1* a mattrr of indifference whether 
tcntl lie bid. or loWjTof hit money wa^n mwe in sympathy with the 
price of corn, licit hi* real wagry never change- The proprietor on hb 
title It" equally Indifferent to riling or falling waqrs, for they never 
l’ nffect hi* receipt*. Hi* rent, a* a matter of fact, a determined by the 
quantity oflaliour employed on the least fertile land*, but this quantity 
of labour ha* nothing to do with the rate of wages. The landlords 
Are the grandee* of a different order.* 

The real struggle lie* between capitalist and worker. Once the 
value of com has been determined by the cart of producing’ it on the 
least-favoured land, the proprietor seize* whatever is over and above 
. thb, saying to both worker and capitalist, “You can divide the rest 
I between you." Thb dearly b Ricardo’s view.* “ Whatever rabes jhs 


1 "Every suggestion which don not lend to the reduction in number of the work- 
ing people is useless, to say the Irut of u. All legislative interference must be perni- 
eiotu." (Quoted by Crsham Wallas, bf, rf Frm*v PW>. Place was the author of « 
book on population which appeared in i 8 ji.) 

* This is a fundamental distinction upon which Ricardo is always ins is ung. She 
greater or smaller quantity of labour employed in the production of com bears do 
necessary relation to the worker's wages. The one is merely a question of production, 
the other of distribution. The one is the task, the other the reward. But s ome^ migut 
ask if the Ricardian theory of value does not state that the value of the product n 
determined by the quantity oflabour necessary for its production, that this value* 
be subsequently divided between capitalist and worker, and that the greater 
quantity the greater will be the share of each. Labour's share may iocrease^but no 
the labourer’s, for we must not forget that when the price of com goes up fromi ■ 
to aos. it is because the cultivation of poorer lands requites twice the number 
labourers demanded by the better kind of land. Besides, it would be a strange ttung 
to pay a man more as the work becomes less remunerative. All that one could ®P* 
for would be that the workers under the new conditions might be able to retain 1 

old standard of life — that is, might be able to purchase the same quantity ol 
despite the rise in price. , . -.t,i v 

* “Thus, then, I have endeavoured to show that a rise of wages would invanau.y 

lower profits " _ n 

“Thus in every ease . . . profits are lowered ... by a rise of wages- „moor- 

On the inexactness of the term “high rate of profits” as a synonym for a p F" 
tionally larger share of the produce see note, p. *77. 
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wages of labour lowers the profits of stoc k.” Wages can only rise at 
the expense of profits, and vice versa — a terrible prophecy that has been 
abundantly illustraKI iKe fortunes of the labour movement, but 
never more clearly than at the present moment. 

But the mere statement of the fatal antagonism between capitalist 
and workman must have caused both grief and surprise to those 
economists who had endeavoured to demonstrate the solidarity of 
interests between them as between brothers. Bastiat was one of these, 
and he tried to show that in the course of economic evolution the share 
of each factor tends to grow, but that labour’s shows the greatest 
increase. 

There can be no objection to Ricardo's method of stating the law. 
The whole thing is so evident that it is almost a truism.. A cake is 
being shared between two persons. If one gets more than his due 
share is it not evident that the other must get less? It may be pointed 
out, on the other hand, that the amount available for distribution is 
continually on the increase, so that the share which each participant 
gets may really be growing bigger. But that is hardly the problem to 
be solved. 1 Increase the cake tenfold, even a hundredfold, but if one 
person gets more than half of it the other must have less. Ricardo’s 
implication is just that. His l aw d eals with pro p ortions an d not w ith 
quantities. 

Admitting that the proportion which one of the two factors receives 
can be increased only if the other is lessened, the problem is to dis- 
cover which of the two, capital or labour, has the bigger portion _It 
really seems as if it were lab our, for Ricardo spea ks of another la w of 
profits, namely, *'t he tendency of profits to a minimum.” Here "is 
another thesis which has had a tong career in the history of economics, 
but what are the reasons that can be adduced in support of it? Th e 
natural tendency of profits, then, is to fall; “for in the progress of 
“society and Vcalththe" additional quantity oTIood required is obtained 
by the sacrifice of more labour.” It is determined by the same cause 
as determined rent — the system is a solid piece of work at any 
rate. 

But how does the cultivation of inferior land affect the rate of profits? 
We have already seen how the worker’s share, the minimum necessary 
for keeping body and soul together, goes to swell the high price of 
Ricardo doe* cot deny this. Indeed, he Uyt «txea» upon the tad that ht »» arguing 

on the assumption that the value produced remains the imt, “ I h»ve therefore made 
no allowance for the increasing price of the other nrcessanes, besides food of the 
labourer; an increase which would be the consequence of the increased value of Ihe 
raw material, from which they are made, and which would of cowrie further ‘mere ate 
wigei and lower profit*.* 
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. corn. 1 But t hc.manufactu rer cannot transfer t he cost of high wages 
to the comume r»XQc.tbcjate-Pf wages has net effecU>jt.prices. (Labour 
has, but wages have none.) As a consequence, the capitalist’s share 


' must be correspondingly reduced. We must remember that the work- 


man gains nothing by the high rate of wages, for his consumption Sf 
“ food is limited by nature, but this does not hinder the capitalist from 
f ^ losing a great deal by it 

And so there must come a time when the necessary wage will have 
^ * absqrbetTeverytKmg ancTno thing wllf remain for profit. There will 
be a new era in history, for every incentive to accumulate capital will 
disappear with the extinction of profit. Capital will cease growing, 
no new lands will be cultivated, and population will be brought to a 
a sudden standstill. 1 The stationary state with its melancholy vistas will 
be entered upon. Mill has described it in such eloquent terms that 
^ ? we are almost reconciled to the prospect. But it could hardly have 
been a pleasant matter for Ricardo, who was primarily a financier 
J and had but little concern with philosophy. He was very much 
. r attached to his prophecies, and there is a delicate piece of irony in 
thought that the tendency of profits towards a minimum should 
1 have been first noted by this great representative of capitalism. At 
^ the same time he felt a little reassured when he thought of the oppos 
forces which might check its downward trend and arrest the progr 
of rent. In both instances the best corrective seemed to lie In 1 


freedom of foreign trade. 

The general lines of distribution are presented to us in a strikini 
simple fashion. The demonstration is neater even than the famo 
Tableau konomique, and it has the further merit of being nearer t 
actual facts as they appeared in Ricardo’s day, for they are no long 
quite the same. It may be represented by means of a diagram const.' 
ing of three lines. 

At the top is an ascending line representing rent — the share 1 
Mother Earth. The proprietor’s rent reveals a double increase bol 
of money and kind, for as population and its needs grow it requin 
an increasing quantity of com at an increased price. Still, the fug 
price cannot be indefinitely prolonged, for beyond a certain point 


* But this only means % rue in the nominal or money wage. It does not 
the worker geo more com; he only get, the um, amount a. befii re, btc*u«tMpr» 
at corn has gone up and it makes no difference whether the man u pant W 
in kind. , 


For as soon as wages should be equal to the whole receipts 

be an end o t accumulation; tor o a capital can then yiril any profi 

I, We demWed. and cwix-ouendy population "i-J »* 


atai no additional labour can be demanded, and n 
reached its highest point." {/VtnnpZcl. tJ. Conner, I 
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high price of com would arrest the growth of population and at the 
same time the growth of rent; then it would no longer be necessary to 
cultivate new lands. 

In the middle is a horizontal line representing wages — labour’s 
sTiare. ITie real wages of labour remain stationary, for it simply 
receives the quantity of com necessary to keep it alive. It is true that 
as the com is gradually becoming dearer the worker’s nominal wages 
increase, but with no real benefit to him. 

Below this is a descending line representing profits — capital’s share. 1 
It shows a downward' trend for the simple reason that it finds itself 
* squeezed between the proprietor’s share, which tends to increase, and 
the labourer’s, which is stationary. The capitalist is brought to our 
notice in the guise of an English farmer who is obliged to raise his 
servants’ wages as the com becomes dearer, but who gains nothing by 
this rise because the extra revenue is taken by the proprietor in the 
form of higher rent. But profits cannot fall indefinitely, for beyond a 
certain point it would involve an end to the employment of old capital 
and the formation of new capital. This would hinder the cultivation of 
new lands, and would arrest the high price of com and lower rent. 

THE BALANCE OK TRADE THEORY AND THE QUANTITY THEORY OK HONEY 
Such are the more characteristic of Ricardo’s doctrines — at any 
rate, those that left the deepest impression upon his successors and 
caused the greatest stir among his contemporaries. These are other 
doctrines besides which, regarded as contributions to the science, are 
much more important and more definite; but just because they figured 
almost directly in the category of universally accepted truths whose 
validity and authorship have never been questioned they have con- 
tributed less to his fame. Such are his theories of international trade 
and banking, where the theorist becomes linked to a first-rate practical 
genius. Here at any rate there is no note of pessimism and no sugges- 
tion of conflicting interests On the contrary, he was able to point out 
that "under a system of perfectly free commerce the pursuit of 
1 When speaking of a reduction of capital's share Ricardo frequently employs the 
phrase “ a towring of the rate of profits.'’ ot " a fill in the rate til profits." A fill m 
ibe rate is not necessarily rynonysnou* with a reduction of capital’s share, however. 
The rate of profit simply implies a certain proportion between revenue and capital 
—3 per cent., for example; there is no sufrseition of comparison between the quanutics 
drsun by capitalist and workers respectively. Doubtless we must admit that when 
rate of profit is diminished, trims panto, the pan drawn by capital relatively to 
labour's share also diminishes, but it is clear that if the quantity 0/ capital employed 
™ *"y industry were to be doubled, er the product halved, eapiial, even at the rate 
tt S Instead of 5 per rent, would be drawing • mtee reels Wterstie ttiare and leaving 
labour with less. Rail is t, as we shall have to note, made the same mistake. 
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individual advantage is admirably connected with die universal good 
of the %\Jiole.” 

v In the matter of international trade he showed himself a more 
resolute Free Trader than cither Smith or the Physiocrats. It seemed 
to him that the only way of arresting (he tem'bfe progress of rent and 
of checking the rising price of com and the downward tendency of 
profits was by the freest importation of foreign com. 1 
win addition to this twofold argument in favour of Free Trade, 
Ricardo brings forward another which is of considerable importance 
even at the present time. This argument is based upon the advantages 
which accrue from the territorial division of labour. “By stimulating 
industry, by rewarding ingenuity, and by using most efficaciously the 
peculiar powers bestowed by Nature, it distributes labour most 
effectively and most economically." 

It may be worth while remarking tharhis illustrious contemporary 
Mai thus remained more or less of a Protectionist.* It might seem 
strange that Malthus, continually haunted as he was by the spectre 
of famine, should refuse to welcome importation. But his point cf 
view was doubtless largely that of the modern agricultural Protec- 
tionist, who believes that the surest way of preserving a country from 
famine is not to abandon its agriculture to the throes of foreign compe- 
tition, but, on the contrary, to strengthen and develop the home 
industry by securing it a sufficiently high price for its products. \Wt 
must also remember that Malthus’s theory of rent differed somewhat 
from Ricardo’s, and that he was not so violently opposed to State 
intervention.* } 

v ^But Ricardo’s principal contribution to the science was hisjfis- 
coyery of the laws governing the movements of commo dities an d the 
counter-movements of money from .one place to another.^ ard_ the 

jJ^admirable demonstration which he has given us of this, remark 2 We 
ebb and flower 

' As soon as the balance of commerce becomes unfavourable to 


\ Una letter to Malthus, December 18, 1814. be admits with a sigh 
even if a bell of fertile land were added to this island of ours profits would saU 
up. Free Trade has added the illimitable zone of fertile land which Ricardo dream 
of, with the result that both profit and rents have fallen. _ . . . 

In his essay On Protection to Agriculture (1822) he shows how Protection, by 
the cultivation of less fertile lands at home, raises the price ofcorn and tna-eases » 
and his demand was not for free importation, but for a reduction of the duty 


* See An hgan into the Rature enJ Progrea ef Rent 

* Cf. this unexpected remark to which IL Denis has recently drawn attention. ^ 
Is evidently impossible for any Government to let things just take then- natural 
(Malthus, introduction to the PrincipUs.) 
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France, let us say — that is, as soon as importation exceeds exporta- 
tion say by £1,000,000 — money is exported to pay for this excessive 
importation. Money becom es scar ce, i ts value rises, and prices Jail, 

But a fall in price will check foreign importation and will encourage 
exportation, so that imports will show signs of falling off while exports 
will grow. Money will no longer be sent abroad, and the current 
will begin to run the other way, until the £1,000,000 sent abroad is 
returned again. Moreover, the £1,000,000 sent abroad will cause a 
movement in the opposite direction — superabundance and a deprecia- 
tion in the value of money, high prices, a premium on importation 
and a check upon exportation. ^Accordingly economic forces on both 
sides will conspire to bring back the balance of commerce to a position 
of equilibrium— that is, to that position where each country will 
possess just the quantity of money that it needs. 

It might be pointed out, on the other hand, that this somewhat 
complicated mechanism can only operate very slowly, and that con- 
siderable time must elapse before the prices of goods begin to respond 
to the change in the quantity of money. But as a matter of fact it is 
not necessary to wait until this phenomenon becomes established, for 
another striking feature precedes it and announces its approach so to 
speak, and this is, as Smith had already noted, a change in the value 
of bills drawn on foreign countries. The foreign exchanges are so 
sensitive that the slightest rise is enough to stimulate exportation and 
to check importation. 

Accordingly money seldom leaves a country, or only leaves it for a ^ 
short time. In other words, contrary to the generally accepted opinion, *• 
silver and gold in international trade do little more than oil the 
wheels of commerce. The trade is carried on as if the metals were 
non-existent. In short, it is essentially of the nature of barter. 1 

The explanation is very schematic. Every incidental phenomenon 
is omitted, and the whole theory implies the validity of the quantity 
theory of money, which is now open to considerable criticism as being 
altogether inadequate for an explanation of the facts involved. But 
this theory of the automatic regulation of the balance of trade by means 
of variations in the value of money, although already hinted at by Hume 
and Smith, is none the less a discovery of the first order, and one that 
has done service as a working hypothesis for a whole century.* 

'"Gold and tilver having been chosen for the general medium of circulation, they 
are by the competition of commerce distributed in inch proportions among the 
different countries of the World u to accommodate themselves to the natural traffic 
which would tale place if no tuch metal, existed and the trade between countries 
were purely » trade of barter.” 

* Ricardo also point, out that " which U a much stronger cue, we 
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Its explanation turns upon a particular theory of international 
trade which we can only mention in passing, but which we shall find 
more fully developed in Stuart Mill’s theory of international valurf. 


PAPER MONEY, TO ISSUE AND REGULATION 


The enunciation of the principles which should govern the conduct 
of bankers in issuing paper money is another debt that we owe to the 
genius of Ricardo. The Bank Act of 1822, and that of 1844 especially, 
which laid down the future policy of the Bank of England, represent an 
attempt on the part of the Government toput his principles into practice. 

Ricardo was an eye-witness of the great panic of February 26, 1797, 
when the reserves of the Bank of England fell from ten millions to a ■ 
million and a half, necessitating an Order in Council suspending cash 
payments. The suspension, which was supposed to be a temporary 
expedient, extended right up to 1821. The depreciation in the value 
of the bank-note averaged about to per cent., but at one period 
towards the end of the Napoleonic Wars it rose as high as 30 per cent. 
He also witnessed the sulTcring which such depreciation caused. 
Landlords demanded the payment of their rents in gold, or claimed 
an increase in the rent equal to the fall in the value of the note. 

Ricardo tried to unravel the causes of this depreciation in hfa 
pamphlet entitled Tht High rnct of Bullion, published in I Bog, and 
came to the conclusion that there was only one cause, namely, an 
excessive supply of paper. At this distance of time it might not be 
thought such an extraordinary discovery after all. Still, he had the 
greatest difficulty in getting people to admit this, and in refuting the 
absurd explanations which had previously been suggested. He showed 
how a depreciation in the value of die note necessarily resulted In the 
exportation of gold, although most of his contemporaries, on the 
contrary, believed that the exportation of gold was the cause of all 
the mischief which they sought to check by an Act of Parliament. 


The remedy which I propose for all the evils in our currency « 
that the Bank should gradually decrease the amount cf their note* in 
circulation until they ihall have rendered the remainder of erpi-ri vaiue 
with the coins w hich they represent, or in other words till the prices o 
gold and silver bullion shall be brought down to their Mint price 


a tutciir so a Ixtign f -t—cr. e»«o 1 ant t* npwwl liars '"" ooy 

food* i»ta± eovSt «&urr t tea fly djefcary* 1 he f*r7z*nt-“ * • ‘’f*' 

f. *6* } A* * nian * T tfca European f.jmtn «•*>» lr»r* r ' i 

were *uUj>Ex*d Vo f li taB , tie taper u nercrtjaf Ik* k»p»rs» try “mLtl 

TUc ialt«»6ilr s/ 5 d frun Vy fnatr to Ctrtoaoy v* 

crafts d it* uw truth. 

* wli, ILGi-uii ■ 


s. P- 1*7 



But if that is the case why not cut the Gordian knot and suppress 
paper money altogether? The reply shows how well Ricardo had 
studied Smith: “A well-regulated paper currency is so great an im- 
provement in commerce that I should greatly regret if prejudice 
should induce us to return to a system of less utility.” “The introduc- 
tion of the precious metals for the purposes of money may with truth 
be considered as one of the most important steps towards the improve- 
ment of commerce and the arts of civilized life; but it is no less true 
’ that with the advancement of knowledge and science we discover 
that it would be another improvement to banish them again from the 
employment to which, during a less enlightened period, they had been 
so advantageously applied.”* 

Proceeding, he points out that where you have only metallic money 
it might happen that the production of gold fails to keep pace with 
the growth of population, in which case you have a rise in the value 
of gold accompanied by a fall in prices. This danger might be obviated 
by a careful issue of notes in accordance with the demands of society. 
In short, Ricardo is so little disposed to abandon the system of paper 
money and to return to the previous system of metallic money that, 
on the contrary, he would prefer to abolish the metallic system 
altogether, taking good care that paper money did not become 
superabundant. 

So convinced was he of the superiority of paper money that he had 
no desire to see the Bank resume cash payment. The result of the 
resumption would be a demand on the part of the public for a con- 
version of their paper money, “and thus, to indulge a mere caprice, 
jl most expensive medium would be substituted for one oflittle value." 

But if the notes are not convertible into cash, what is there to 
guarantee their value or to regulate their issue and prevent deprecia- 
tion? This can be done merely by keeping a reserve of gold at the 
bank, not necessarily in the form of money, but in the form of ingots. 
The bank would not be allowed to issue any notes beyond the value 
of these ingots. This regulation would have the effect of keeping the 
value of the note at par, for bankers and money-dealers would imme- 
diately proceed to convert these notes into gold as soon as they showed 
any signs of depredation. This would not mean, however, that the 
public at large would again return to the use of metallic money, for 
these ingots would be of little use for purposes of everyday life. 

It is a curious system. One would hardly expect the great champion 
of liberal political economy to outline a banking system which could 
only operate through a State bank. This was dearly his opinion, bow- 
1 Ricardo’s works, McCulloch's edition, p. 404. 
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ever. He declared himself utterly opposed to the free banking system, 
and doubted the ability of such a system to regulate the currency. 
"In that sense there can be no excesj whilst the bank does not pay in 
specie, because the commerce of the country can easily employ and 
absorb any sum which the bank may send into circulation.” 1 This 
shows what little confidence a Liberal individualist like Ricardo had 
in the liberty of individuals and their ability to judge of the kind of 
money that is most serviceable. 

Ricardo's disciples are legion, and among them is every economist 
of standing of the earlier part of the nineteenth century. The best- 
known among these are the three writers who immediately follow 
him in chronological order: James Mill, the father of John Stuart Mill 
(Elements of Political Economy, 1821), his friend McCulloch ( Principles 
of Political Economy, 1825), and Nassau Senior ( Political Economy, 1836). 

The two first-named writers contented themselves with a vigorous 
defence of the master’s views without contributing anything very new. 
We have already referred to the very different conclusions which 
James Mill draws from the theory of rent, and how he became an 
advocate of land nationalization. McCulloch also was one of the 
earliest advocates of the right to strike. 

Senior deserves a few pages to himself, for his work in systema- 
tizing the Classical doctrines. We shall deal with him in our chapter 
on John Stuart Mill, uf-v 

1 Ricardo's works, McCulloch’s edition, p. 349. 



Book II: The Antagonists 

With the completion of the work of Say, Malthus, and Ricardo it 
really seemed as if the science of political economy was at last definitely 
constituted. 

It would, of course, be extravagant to imagine that these three 
writers were unanimous on all questions. There were several points that 
Still remained obscure, and more than one theory that was open to 
discussion. Despite its apparent rigidity, it would not have required 
much critical ability to detect flaws in the symmetrical doctrine so 
recently elaborated and to predict its ultimate discredit 

Hardly, indeed, was their task completed before the new doctrine 
found itself subjected to a most formidable attack, which was simul- 
taneously directed against it from all points of the compass. The 
criticisms and objections advanced against the new science of political 
economy form the subject-matter of this second book. 

First comes Sismondi, a purely critical mind, with a haunting cata- 
logue of the sufferings and miseries resulting from free competition. 
Spirits still more daring will essay the discovery of new principles of 
social organization. The Saint-Simonians will demand the suppres- 
sion of private property, the extinction of inheritance, and the central- 
ized control of industry by the arm of an omniscient government. 
The voluntary socialists — Owen, Fourier, Louis Blanc — will claim the 
substitution of voluntary co-operation for personal interest. Proudhon 
will dream of the reconciliation of liberty and justice in a perfect system 
of exchange from which money shall be excluded. Finally, the broad 
cosmopolitanism of the Classical writers is to find a formidable antagon- 
ist m Friedrich List, and a new Protectionism, based on the sentiment 
of nationality, is to regild the old Mercantilism which seemed so hope- 
lessly battered under the blows of Adam Smith and the Physiocrats. 

These very diverse doctrines, along with much that is fanciful and 
erroneous, contain many just ideas, many original conceptipns. They 
never succeeded in supplanting the doctrine of the founders; but they 
demonstrated, once for all, that the science, apparently complete, was 
in reahty far from perfection. To the Orthodox school they flung the 
taunt which Hamlet cast at Horatio: ‘ ‘There are more things, In 
jieaven an d earth than are dreamt of in your philosophy.” In this 
way fruitful discussions were frequently raised, and the public proved 
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sympathetic listeners. The economists who were still faithful to the 
Classical creed began to doubt the validity of their deductions and 
were forced to modify their methods and to overhaul their conclusions. 

Let us now attempt to realize the importance of the part which 
these critics played. 


CHAPTER I: SISMONDI AND THE ORIGINS OF 
THE CRITICAL SCHOOL 

The first thirty years of the nineteenth century witnessed profound 
transformations in the structure of the economic world. 

Economic Liberalism had everywhere become triumphant. In 
France the corporauon era was definitely at an end by 1791. Some 
manufacturers, it is true, demanded its re-establishment under the 
First Empire; but they were disappointed, and their demands were 
never re-echoed. In England the last trace of the Statute of Appren- 
tices, that shattered monument of the Parliamentary regime, was 
removed from the Statute Book in 1814. Nothing remained which could 
possibly check the advent of laissez-fairt. Free competition became 
universal. The State renounced all rights of interference either wi ,h 
the organization of production or with the relarions between jnastt 
and men,- save always the right of prohibiting combinations in restrai: 
of trade, and this restriction was upheld with a view to giving fri 
play to the law of demand and supply. In France the Penal Code < 
the Empire proved as tyrannous as the old regime or the Rcvolutioi 
and although freedom of combination was granted in England by a 
Act of 1825, the defined limits were so narrow that the privilege prove 
quite illusory. The general opinion of the English legislator is we. 
expressed in the report of a Commission appointed by die Rouse c 
Commons in 1810, quoted by Mr and Mrs Webb. 1 

No interference of the legislature with the freedom of trade, or will 
the perfect liberty of every individual to dispose of his time ana 0. 
his labour in the way and on the terms which he may judge mos 
conducive to his own interest, can take place without V° a 
general principles of the first importance to the prosperity • 
happiness of the community. 

In both countries — in England as well aj in France — a regime °* 

» S. And B. Wcbh. Hl I tar, of TitJt Vnumxsm, p. M- 
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individual contract was introduced into industry, and no legal inter- 
vention was allowed to limit this liberty — a liberty, however, which 
really existed only on the side of the employers. 

Under this regime the new manufacturing industry, bom of many 
inventions, was wonderfully developed. In Great Britain Manchester, 
Birmingham, and Glasgow, in France Lille, Sedan, Rouen, Elbeuf, 
Mulhouse, lxrcame the chosen centres of large-scale production. 

Alongside of these brilliant successes we have two new phenomena 
which were bound to draw the attention of observers and to invite the 
reflection of the thoughtful. (First we have the concentration in the 
great centres of wraith of a new and miserable class— the w driers; and, 
secondly, we have the phenomenon of over-production^ 

Factory life during the earlier half of the nineteenth century has 
!>een the subject of countless treatises, and attention has frequently 
lieen drawn to the practice of employing children of all ages under 
circumstances that were almost always unhealthy and often cruel, 1 to 
the habit of prolonging the working day indefinitely, to die inadequate 
wage* paid, to the general ignorance and coarseness of the workers, as 
well as to the deformities and vice* which resulted under such un- 
natural conditions, wfn England, medical reports, House of Commons 
inquiries, and the speeches and publications of Owen aroused the 
Indignation of the public, and in iflij) an Act of Parliament was 
pawd limiting the hour* of wotk of children in cotton factories Thi*, 
the first rudiment of factory legislation, was to Ire considerably extended 
during the course of the century. J. B. Say, who in 1O15 was travelling 
In F.ngland, declared tint a woiler with a family, despite efforts often 
of an heroic character, could not gain more than three-quarter* and 
Kitnetimr* only a half of what needrd for hit upkeep * 

In France vt must wait until iflp> to find in the great work of Dr 
ViUrmul a complete description of the heartrending life of the worker* 
and the martyrdom of thnr children. Herr, for rxamplr, we learn 
that "in some ntablislunenis in Normandv the thong uvd for the 
punidiinent of children In the spinner's trade appear* at an instru- 
merit of product ion." 1 Even before this, in an inquiry into the Male 

la l 9 tt Antrew Urr r 4*1 , ml'med ihii in l>« m.nu- 

«ai<i»rr ct ("Mi %»(v4 1 l i.-ti. *0.1 h'l In I'ly'and ll-rrr »rre rmplovol 4V0 Hevn 
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examination of the institution of private property itself, they resulted 
in a demand for the complete overthrow of society, {All critics whatso- 
ever rejected the idea of a spontaneous harmony between private and 
public interests as being incompatible with the circumstances which we 
have just .mentioned. ^ 

Among such writers no one has upheld the testimony of these facts 
more strongly than Sismondi.' {All his interest in political economy, 
so for as theory .was concerned, was summed up in the explanation of 
crises; _so_fat_as,pract ice, in the amelioration of the condition of the 
wo rkers,^ No one has sought the explanation or striven for the remedy 
with greater sincerity. He is thus the chief of a line of economists 
whose works never ceased to exercise influence throughout the whole 
of the nineteenth century, and who, without being socialists on the 
one hand or totally blind to the vices of laissez-faire on the other, 
sought that happy mean which permits of the correction of the abuses 
of liberty while retaining the principle. The first to give sentiment a 
prominent place in his theory, his work aroused considerable en- 
thusiasm at the time, but was subjected to much criticism at a later 
period. ^For the reasons given above Sismondi’s views became singu- 
larly applicable to the situation after the First World War, and in our 
last chapter, dealing with crises, we shall see striking resemblances 
between his theories and some of the modem ones, such as those of 
Keynes.^ 

I: THE AIM AND METHOD OF POLITICAL ECONOMY 
Sismondi began his career as an ardent supporter of economic 
Liberalism. In 1803, the year that witnessed the production of Say’s 
treatise, he published an exposition of the ideas of Adam Smith in a 
book entitled La Riches se commercial 1, a volume which achieved a certain 
measure of success. During the following years he devoted himself to 
work exclusively historical, literary, or political, and he only returned 
to the study of political economy in 1818. "At this period," he writes, 

I was keenly interested in the commercial enses which Europe had 
experienced during the past years, and in the cruel sufferings of the 
j factory hands, which I myself had witnessed in Italy, Switzerland, 

’ Sumonili was «l native of Geneva Hu. family was originally Italian, but took 
rtfuge in France in the sixteenth century, and migrated to Geneva after the Revoca- 
tion of the Edict of Nan let. Here SUmorvdi was bom in 1573. He is tven better known 
lor his two great works L'Hishurt da RJpuhhjua Ualumci and L'Hilhm des Franfais 
“Jan tor his economic studies. He wss a fret^uent guest of Mine de Start at the 
„ Coppet, and among the other visitors whom he met there was Robert Owen. 
Me died In idyl. 
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of ih< fnttrm Industry In tRjfl, lh<! Mulhow* matters expressed their 
Wkf that th* growing generation writ gradually I e-coming enervated 
under lb* InfliU'we of the erhjutliiT toil of a (Uy of thirteen or firtern 
horm.* lb* /ii/,VfiT of i hr Industrial Society of Muthouse of the nmt 
)rar states that In Alwr, among other places, the g*neml working 
clay averaged from fifteen to tittrrn hoc in, and sometimes extended 
e\rn to seventeen hours.* Ar>! all evidence gnrs to show that things 
were equally lad, if not wone, in other inriimria? towns. 1 

Crises supplied phenomena no levs disquieting than the sufferings 
of the proletariat. In 1815 a first crisis ihook the English market, 
throwing a numl>er of workmen on to the street and resulting in riots 
ami machine-breaking. It arme from an error of the English manu- 
facturers, trim during the war period had been /breed to accumulate 
the stocks which they could not export, so that on the return of peace 
their supplies far exceeded the demands of the Continent- In 1818 a 
new commercial panic, followed by fresh riots, again paralysed the 
English market. In 1815 a third and more serious crisis, begot probably 
of the extensive credit given to the newly opened markets of South 
America, caused the failure of about seventy English provincial banks, 
bringing much ruin in its train, as well as a shock to several neighbour- 
ing countries. During the svhote of the nineteenth century similar 
phenomena have recurred with striking regularity, involving ruir 
ever-widening areas, as production on a large scale has extender 
•way. No wonder some people were driven to inquire whether 
economic system beneath all its superficial grandeur did not con 
some lurking flaw or whether these successive shocks were merely 
ransom of industrial progress. 

Poverty and economic crises were the two new facts that attrac 
immediate attention in those countries where economic liberty 1 


secured its earliest triumphs; and no longer could attention be diver 
from them. Henceforth they were incessantly employed by writers 
the most various schools as weapons against the new regime. In m2 
minds they gradually engendered a want of confidence in the d 1 
trines of Adam Smith. With some philanthropic and Christian wnt' 
they provoked sentimental indignation and aroused the. vehemt 
protest of humanity against an implacable industrialism which was t 
source of so much misery and ruin. With others, especially with t 
socialists, who pushed criticism to much greater lengths, even to ■ 
* ExqulU m VIniustrU A colon, 1819, p. 87. Evidence of M«nW« “»* & 


* t'ult Bulletin it la SocUU , etc., 1828, pp. 336-319. . 

* Cf. Rist, Dm It iu Traced dons ‘I'lnJustcit Jjltn;aist it l8to a 1870, in 
i t £conom it pohtirjue , 1897, PP- 37 1 tlstq* 
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examination of the institution of private property itself, they mulled 
in a demand for the complete overthrow of fodeiy. <Atl critics wh.xtso- 
ever rejected the idea of a spontaneous harmony between private and 
public intemts M brim; incompatible with the circumstances which we 
have jusOnentioned.) 

Among such writers no one has upheld the testimony of these facts 
more strongly than Sismondi. 1 {All his interest in political economy, 
so far as theory was concerned, was summed up in the explanation of 
crises; so fir.as practice, in the amelioration of the condition of the 
worlm.^ No one has sought the explanation or striven for the remedy 
with greater sincerity. He is thus the chief of a line of economists 
whose works never ceased to exercise influence throughout the whole 
of the nineteenth century, and who, without being socialists on the 
one hand or totally blind to the \ices of laiistz-fairt on the other, 
sought that happy mean which permits of the correction of the abuses 
of liberty while retaining the principle. The Tint to give sentiment a 
prominent place in his theory, his work aroused considerable en- 
thusiasm at the time, but was subjected to much criticism at a later 
period. ^For the reasons given above Sismondi'* views became singu- 
larly applicable to the situation after the First World War, and in our 
last chapter, dealing with crises, we shall see striking resemblances 
between his theories and some of the modem one, such as those of 
Keynes.^ 


I: THE AIM AND METHOD OF POLITICAL ECONOMY 


Sismondi began his career as an ardent supporter of economic 
Liberalism. In 1803, the year that witnessed the production of Say’s 
treatise, he published an exposition of the ideas of Adam Smith in a 
book entitled La Richtsst tomnurnaie, a volume which achieved a certain 
measure of success. During die following yean he devoted himself to 
woik exclusively historical, literary, or political, and he only returned 
to the study or political economy in 1818. “At this period,” he writes, 

I was keenly interested in the commercial crises which Europe had 
experienced during the past years, and in the cruel sufferings of the 
factory hands, which I myself had witnessed in Italy, Switzerland, 


Sismondi wis a native of Geneva. Ho family was originally Italian, but took 
rouge in France in the sixteenth century, and migrated to Ceneva after the Revoca- 
“oo of the Edict of Naotts. Here Sismondi was bora in 1773. He is even belter known 
nr his two great works L'llifiotu dts fllpuhliquts itaUmus and L'Huknrt dts Ftanfais 
“ttn for bis eswusie. vwiwxs. nis a Isvqjara yw-n rf V-me At »1 Vue 
x*iwau Cop pet, and among the other visitors whom be met there was Robert Owen. 
Me dwd In sRja 
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it t*^ I J*‘ it tf-w* few fieri fe (mro| ti hi* Surprise* lh.lt hit 
t | ' w l *•■■'*»• d f*'tM ff'if’lt f -t'v tfuwi* of Adim Smith.^ In tCr<> he 
«A«vi;nl n lfw’in. 1 . "tJut wMxbuful country. which twit to hav* 
tl uterS*** A fT'tl rt i'trrre in rrtler fn t' 4 <-h the* fftt r>ftfi»* SrorM .'* 1 
It-** »*****»♦! In to* f rn l.it fiftt inpf*"n.r>nt Jfc took the- article which 
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Wrfh tjifafi? t)y {/rjr.w wfwh 4pf»-jr» , (l in ifllO unrfrr the si^niH- 
rant tiil>’ «f /(.mmn fnitS’pM ami ratify him cefc- 

I nr at rt I «t An nnvjnuit ll.t juth wit already clear lilt want ef 
AjrrrrTvrr.i with the f>ml»fmrunt srknnt in Francr and Fns;f.»ml wit 
± further mchtwnl by the* jj-jranner of hit ttud.es in economics,* it* 

‘ t which l»r illustrate* ami confirm* the idea* already expounded in the 
.V«mi /Viwi/*r l»y meant of a rreat numtrr of descriptive and 
r liiitmiral ttudirt I waring more npeculty upon the condition of the 
,-A agriruliutiui in KrigLsnd, Scotland. Ireland, and Italy. 

V.. *J»Mnt©iuli*» disagreement was not upon the theoretical principle* of 
' ‘ a* political economy. So far at these were concerned he declared himself 
^.A<1 disciple or Adam Smith* He merely disagreed with the m ethod, 

„ the nid£ and the practical conclusions of the C]jss!ca! school. Ue will 
y< examine hi* argument! on each of their point!. 
i lt *f v Hrst of all at regard* method He draws an important distinction 
between Smith and his followers, Ricardo and J. U. Say. “Smith, 

S’ jays he, “attempted to study every Cict in the light of its own social 
environment,” and “his immortal work is, indeed, the outcome of a 
philosophic study of the history of mankind.”’ Towards Ricardo, who 
, 'n, is accused of having introduced the abstract method into the science, 
^ his attitude is quite different, and much as he admired faith us, who, 
“possessed of a singularly forceful and penetrative mind, had cultivated 


* AW **»» Primpet, VoL II, p- xxu. Our quotations arc taken from the xeond 
edition, published in 1847: 

* Hid , p. iv. 

* Two volume!, Pant, 1837 and 1838. , , 

4 Ntwma* Pnanpu, VoL II, pp. 50*S«- “Ad»m Smith'! doctrine u “° 

the practiei] conclusion which we draw from the doctrine borrowed tro 
frrijurml/ approx to us 10 be diamruirally opposed to his.” _ f 

*MJ, p. 56. “Adam Smith recognized the fact that the science ofgoveinmen 
was largely experimental, that its real foundation lay in the history ‘ >f v3no “’ ***’’’1 
and tha, it b only by a judicious observation of fact, that we can deduce thegeoe^ 

- - • - - - - « of a philosophic study of the 
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the habit of a conscientious study of facts,” 1 still his spirit shrank from 
admitting those abstractions which Ricardo and his disciples de- 
manded from him.* Politica l economy, he thought, was best treated 
as a ** moral scie nc e where all facts are interwoven and where a false 
step is taken whenever one single (act is isolated and attention is con- 
centrated upon_it alone.”* ^The science was to be based on experience, 
upon history and observation.) Human conditions were to be studied 
in detail. Allowance was to be made for the period in which a man 
lived, the country he inhabited, and the profession he followed, ir the 
individual was to be clearly visualized and the influence of economic 
• institutions upon him successfully traced, ‘‘lam convinced,” says he, 
“that serious mistakes have ensued from the too frequent generaliza- 
tions which have been made in social science.”* 

This criticism was levelled not only at Ricardo and McCulloch, but 
it also included J. B. Say within its purview, for Say had treated 
political economy as an exposition of a few general principles.^ also 
prepared the way for that conception of political economy upon the 
discovery of which the German Historical school so prided itself at a 
later date.\ Sismondi, himself an historian and a publicist interested 
in immediate reforms, could nut fail to see quite clearly the effects 
that social institutions and political organization Mere bound to have 
upon economic prosperity. A good illustration of his method is fur- 
nished by his treatment of the probable effects of a complete abolition 
of the English Coin Laws. The question, he remarks, could not be 
decided by theoretical arguments alone without taking some account 
of the various methods of cultivating the soil. A country of tenant 
farmers such as England would find it difficult to meet the competition 
of feudal countries such as Poland or Russia, where com only costs 
the proprietor “a few hundred lashes judiciously bestowed upon the 
peasants.” 1 

Sismondi'* conception of economic method is incontestably just so 
long as the economist confines himself to the discussion of practical 
problems or attempts to gauge the probable effects of a particular 
legislative reform or is unravelling the causes of a particular event. 


’.Vum,, TrUo/wi, Yob JJ, p *00. QJ. also pp. j83, 389. 
ftij , p 56. In several oilier passages he takes Ricardo to task (Vol. I. pp. 
yfi, &>. sij; Vol. II, pp. 184, 190, 118, 3J9V 

* UU , p. $r, 

• ttwL I tvt I'laasw H.bfw, preface, p. V. Already us hit 6nt work, U XiAtu, 

he hail declared "Political economy is based upon the study of man or 
” J 1 *' 1 '- "V trout know human nature, the character and dettuvv cf natvxtt in 

‘ C T Ul ‘ SrswUe™, 

; ■ • ■ philosophy of hiuoey ... the study of travels, etc., ate parallel atud>e» ” 
rrmfn, Vol 1, p. *jy. 
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world into annual periods has no counterpart in actual life) it is the 
different products created at every moment that are being continually 
exchanged, thus constituting a reciprocal demand for one another. 
At any one moment there may be too many or too few products of a 
certain kind, resulting in a severe crisis in one or more industries. But 
of every product, at one and the same time, there can never be too 
much. McCulloch, Ricardo, and Say victoriously upheld this view 
against Sismondi. 1 We shall sec in Book VI how the whole problem 
has been studied afresh by the most recent writers, starting from the 
concept of monetary incomes, and how a crisis not general but generalized 
then becomes easily explicable. 

iS-lt is not only on the question of method, but still more on the ques- _ 
tion of aim, that Sismondi finds himself in opposition to the Classical ■ 
school. <To them political economy was the science of wealth, or' 
chrematbtics, as Aristotle called it> But the real object of the science 
should be man, or at least the physical well-being of man. To con- 
sider wealth by itself and to forget man was a sure way of making a 
false start. * This is why he gave such prominence to a theory of 
distribution alongside of the theory of production, which had received 
the exclusive attention of the Classical writers. The Classical school, 
it is true, might have retorted that they gave first place to production 
because the multiplication of products was a sine qua non of all progress 
in distribution. But Sismondi regarded it otherwise -Wealth only 
deserves the name when it b proportionately distributed./ He could 
not conceive of an abstract treatment of distribution, and consequently 
could not appreciate it. In lib own treatment of distribution he devoted 
a special lection to the “poor,” who live by their labour and toil from 
mom till eve in field or workshop. They form the bulk of our popula- 
tion, and the changes wrought in their way of life by the invention of 

'MtOiHxli criticized Snmondi in an »rticte in Ox Ed mAnrjA RnW of October 
»Bi<) For J. B. Say *ee pp. 130-131 

With regard to Ricardo, Siunoodi relate* that in the very year of hu death he had 
,wo W Ihrrr eonvertationi with him on thii mihjrct at Geneva In the end he nmu 
to have Kwjtn! Rkujo’i point of «ph, hut not without arvrral rmeTt alum*. **\Vc 
arrive then it Ricardo'* ennetuaion and find that when eirrulaimn u complete (and 
nowhere been arretted) production dorr ;ive roe 10 eonaumptiori"; hut be 
^d** “Thu involve* matin; an abstraction of time and place . and of all lho*e obftarlrs 
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»t the end cf the second edition of the A acuu Pnan/ei. 

•"The accumulation of wealth in alitraci* i» not the aim cf pn-renment. but the 
parta ip* non by all !u cltl.cn* in the pleawrr* of life which the wealth repvrwet*. 
Wealth and population In the al»tr»rt are no indication of a country', prwpettfy: 
they Onirt in auoie w ay be related to one another before brio; employed at the baui 

OfrumpatW" (.Vanm IWy»s VO. t.p W.) 
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against a false step and influenced him in directing his efforts towards 
other ends. In a similar way rising prices prosed to the producers 
that supplies were inauflicten*. and that more must be manufactured. 
Hence the evils committed would always be momentary and transient. 

To this Sismondi replied: If instead of reasoning in this abstract 
fashion economists had considered the facts in detail, if instead of pay- 
ing attention to products they had shown some regard for man, they 
would not hare so lightheartedly supported the producers in their 
errors. An increased supply, if supply were already insufficient Co 
meet a growing demand, would injure no one, but would be profitable 
for all. That is true Jhilth c rcstricboti-oC-Rn aveuabundant supply 
when the needs grow at a less rapid rate is not so easily accomplished, 
floes - anyone think that capital and labour could on the morrow, so 
to speak, leave a declining industry in order to engage in another? 
The worker cannot quickly leave the work he lives by, to which he 
has served a long and costly apprenticeship, and wherein he is dis- 
tinguished for a professional skill that will be lost elsewhere. Rather 
than consent to leave it, he will let his wages fall, he will prolong the 
working day, remaining at work for fourteen hours, and will toil 
during those hours that would otherwise be spent in pleasure or 
debauchery; so that the produce raised by the same number of work- 
men will be very much increased. 1 As for the manufacturer, he will 
not be less loath than the worker to quit an industry into the manage- 
ment and construction of which he has put half or even three-quarters 
of his fortune. Fixed capital cannot be transferred from one use to 
another, for even the manufacturer is bound by custom — a moral 
force whose strength is not easily calculated.* Like the wotker, he is 
tied to the industry which he has created and from which he draws a 
living. Consequently production, far from being spontaneously 
restrained, will remain the same or will even perhaps tend to increase. 
■In the end, however, he must yield, and adaptation will lake place, 
but only after much ruin “Producers will not withdraw from that 
industry entirely, and their numbers will diminish only when some 
of the workshops have failed and a number of workmen have died of 
misery.” “Let us beware,” says he in conclusion, “of this dangerous 
theory of equilibrium which is supposed to be automatically estab- 
lished. A certain kind of equilibrium, it is true, is re-established in 
the long run, but it is only after a frightful amount of suffering.”* 
The dictum which was to some extent true in Sismondi's day controls 
the policy of every trust and kartel of the present day. 

Nowadays production chiefly grows as the result of the multiplica- 
1 A 'ota*au* Principts, VoL I, p, 333. * ihJ , p. 3,36. * Uid. t pp. aao-iai. 
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'..J tion of machinery, and Sismondi’j most telling attacks were directed 
r ‘‘ ^ against machinery. vCoruequently he has been regarded as a reac- 
f 4 tionary and treated as an ignoramus, and for half a century was 
f -refused a place among the economists. 1 * • 

> ' ’ On the question of machinery the Classical writers were unanimous. 1 

Machinery they considered to be very beneficial, furnishing cora- 
modities at reduced rales and setting free a portion of the consumer's 
|V - "revenue, which accordingly meant an increased demand for other 
y products and employment for those dismissed as a result of this intro 
duction. Sismondi docs not deny that theoretically equilibrium is in 
* the long run re-established. 


Every new product must in the long run give rise to some fresh 
consumption. But let us examine things as they really are. Let us 
desist from our habit of making abstraction of lime and place. Let 
us take some account of the obstacles and jbe friction of the social 
mechanism. And what do we see?vThe immediate effect of 
machinery is to throw some of the workers out of employment, to 
increase the tompetition of others, and so to lower the wages bf aU. 
This results in diminished consumption and a slackening ofdexnand- 
'Prir from being always beneficial, machinery produces useful results 
only when its introduction is preceded by an increased revenue, 
ana consequently by the possibility of giving new work to those 
displaced. No one will deny the advantage of substituting a machine 
for a man, provided that man can obtain employment elsewhere. 


1 The unanimity is not quite absolute, however. Ricardo in the third edition of 
his Principles added a chapter on machinery in which he admitted that he was mistaken 
in the belief that machines after a short penod always proved favourable to the 
interests or the workers He recognized that the worker might suffer, for though the 
machine increases the net product of industry it frequently diminishes the tota. 
product. He seemed to think that this might happen frequendy, but in reality it » 
quits' exceptional. ,. 

~j\Ve may here recall the celebrated winch argument. Suppose, says Sismon I, 
that England succeeded in tilling her fields and doing all the work of her towns y 
means of stelm power, so that her total products and revenue remain the same as 
they are to-day, though her population is only equal to that of the republic of Geneva. 
Is she to be regarded as being richer and more prosperous » Ricardo would rep y to 
the affirmative. Wealth is everything, men nothing. Really, then, a 
dwelling alone on the island, by merely turning a winch might conceivably au 
raaticaliy perform aU the work done in England to-day. One can only reply 
argument by saying that long before arriving at this state the community me wo 
have devised some machinery for distributing the product between all its mem • 
To suppose that a portion of the population dies of hunger through want o ^ 
ment while the other part continues to manufacture the tame quantity olg 
before is sufficiently contradictory. Cut at bottom, disregarding the P 3 ™ 
form given it by Sismondi, the question set by him is insoluble. What u . 
equilibrium between production and population? Are we to prefer a P°P , . . 

‘dly increasing in numbers, but making no advance in wealth, to a P?P 
\ < is stationary or even decreasing, hut rapidly advancing in wealth. *v ry 


* -ooac for himself Science rives us no criterion. 


OVER-PRODUCTION AND COMPETITIOl 


>95 


Neither Ricardo nor Say denies this; they* affirmed that the effect 
of machinery is just to create some part of this demand for labour. 
But Sismondi's argument is vitiated by the same false idea that, as 
we have seen above, made him admit the possibility of general over- 
production — the idea that_jncreased_ produ ction, if it isjgoing to be 
useful, roust ajwaytbc preceded by increased demand. He was un- 
willing to admit that the growth of production itself created this 
demand. On the other hand, what is true in Sismondi’s attitude— 
and we cannot insist too much on this — is the protest he makes against 
the indifference of the Classical school in the lace of the evils of these 
periods of transition, ✓ 

The Classical school regarded the miseries created by large-scale 
production with that sang-froid which was to characterize the fol- > 
lowers of Marx amid the throes of the ‘inevitable Revolution.’ Among '■ 
many similarities which may be pointed out between the writings of 
Marx and the doctrines of the Classical school, this is one of the most 
characteristic. The grandeur of the new regime is worthy of some 
sacrifice. But Sismondi was an historian. His interest lay primarily in 
those periods of transition which formed the exit from one regime and 
the entrance into another, and which involved so much suffering for 
the innocent. He was anxious to mitigate the hardships in order that 
the process of transition might be eased. Nothing can be mote legiti- 
mate than a claim of this kind. J. B. Say recognized its validity to a 
certain extent, and this is precisely the role of social economics 
CSismondi makes another remark which is no less just. What dis- 
gusted him was not merely that workmen should be driven out by 
machinery, but that the workers who were retained only had a limited 
share of the benefits which they procured.*) For the Classical school 
it was enough that w’orkers and consumers should have a share in the 
general cheapening of production. But Sismondi demanded more. So 
long as toil is as laborious as n is to-day, is it not just that the work- 
man should benefit by the introduction of machinery in the way of 

1 "We have said elsewhere, but think it essential to repeat it, that it is not (he per- 
fection cl machinery that is the real calamity, but the unjust distribution of the goods 
produced. The more we are able to increase the quantity of goods produced with a 
given quantity oflabour, the more ought we to increase our comforts or our leisure. 

Were the worker his own master, after accomplishing in two hours with a machine 

a task which formerly took hun twelve he wrould then desist from toil, unless he had 

tome new need or were able to make use of a larger amount of products. It is our 
present organisation and the workman's servitude that has forced him to work not 
les* but more hours, at the tame wage, and this despite the fact that machinery has 
increased his productive powers." (jfmaeeur Pri/inp«, Vol. II, p. 318.) In this 

passage -we kwt Snsmujiin'* sea! opinion on the n/bject of machinery mot clearly 

eaptetted. 
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Increased leisurc?^n the social system as at present existing, owing to 
l!ie competition among workers as the resuJf of excessive population, 
machinery does not increase leisure, but it rather strengthens competi- 
tion, diminishes wages, provokes a more intense effort on the part of 
the workman, and forces him to extend his working da y.^ Here again 
Sismondi appears con-eet. We cannot see why the consumer alone 
should reap all the profit of improved machinery, which never Benefits 
the work man unless it afreets articles which enter into his consumption. 
There would Tie nothing very striking if the benefits of progress, at 
least during a short time, were to be shared between consumer and 
worker just as to-day they are shared between inventor, entrepreneur, 
and society. This idea is the inspiring motive .of certain trade unions 
to-day, which only accept a new machine in exchang e for less work 
and morejjay. 

Sismondi's method. when .applied to production and .machinery 
leads to conclusions very different from those of the.Gassics. This is 
also true of his treatment of competition. 

Adam Smith had written: “In general, if any branch of trade, or 
any division of labour, be advantageous to the public, the freer and 
more general the competition it will always be the more so." 1 Sismondi 
considered this doctrine false, and invoked two reasons of unequal 
value In support of his view. 

The first is a product of the inexact idea already mentioned above, 
which regards any progress in production as useless unless preceded 
by more intensive demand. Competition is beneficial if it excites the 
entrepreneur to multiply products in response to an increased demand. 

In the opposite case it is bad, for if consumption be stationary, to 
only effect will be to enable the more adroit entrepreneur or the more 
powerful capitalist to ruin his rivals by means of cheap sales, thus 
attracting to himself their clientele, but giving no benefit to the public. 
This is the spectacle that in reality is too often presented to us. T e 
movements of our captains of industry are directed, not by any con- 
cern for the presumed advantage of the public, but solely with a view 
to increased profits. , 

Sismondi’s argument is open to the same objection as was ma e 
above. Cheapened p roduction dispe nses with a portion ofthejncom£ 
formerly spent, and creates a demand for other p roduct s, thus repaw 
ing the evil it has created. CbnccrifraddnoriSdust/y gives to socie y 
the same advantage as is afTorded by machinery, and the same argu 
ments may be tued in its defence. , 

But against competition Sismondi directs a more serious argumen . 

* IVtalA ifXetims, Boot II, chapter K, 
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Pursuit of cheapness, he remarks, has forced the enir^rmeurto econo- 
mize not only in the matter of stuff, but also of men.vCompetition 
has everywhere enticed women and children to bear the burden of 
production instead of adults. Certain entrepreneur!, in order to secure 
a maximum return from human energy, have enforced day and night 
toil with only a scanty wage in return. What is the use of cheapness 
achieved under such circumstances? The meagre advantage enjoyed 
by the public is more than counterbalanced by the loss of vigour and 
health experienced by the workers. Competition impairs this-most 
precio us capital — the life-energy of the race. He points to the work- 
men of Grenoble earning six or eight sous for a day of fourteen hours, 
children of six and eight years working for twelve or fourteen hours in 
factories “in an atmosphere loaded with down and dust" and perish- 
ing of consumption before attaining the age of twenty. He concludes 
that the creation of an unhappy and a suffering class is too great a 
price to pay for an extension of national commerce, and in an oft- 
quoted phrase he says, 

, The earnings of an entrepreneur sometimes represent nothing but the 
’ spoliation of the workmen. A profit is made not because the in- 
dustry produces much more than it costs, but because it fails to 
i give to the workman sufficient compensation for his toil. Such an 
industry is a social evil. 1 

vrTu futile to deny the justice of the argument. When cheapness 
is only obtained at the cost of permanent deterioration in the health J 
of die workers, competition evidently is a producer of evil rather than* 
of good. The public interest is no less concerned with the preservation^ 
of vital wealth than it is with facilitating the production of material 
wealth. tSismondi showed that competition was a double-edged sword, 
and in doing so he prepared the way for those who very justly demand 
that the State should place limits upon its use and prescribe rules for 
its employment. v 

We might be tempted to go farther and see in the passage just cited 
an unreserved condemnation of profits, even. That would involve 
placing Sismondi among the socialists, and this is sometimes done, 
although, as we think, wrongly. 

In certain passages he doubtlcM expresses JiimseJf_iu_A_jnannei 
s imilar" to Owen, the S aint-Shnonians^and Jtfarx. Thus in his studies 
on political economy we come across phrases such as the following: 
w!-\Ve might almost say that modem society lives at the expense of the 
proletariat, seeing that it curtails the reward of his toil.*** And clse- 
wherejJ ‘Spoliation indeed v, e have, for do we cot find the rich robbing 

4 Aiwcfou* Principal, Vol. I, p. j)3. * £euJti inr I'&onomi* pofilrpte, Vol. I, p. 35. 


ttA o 1 1 n | « 4 nr «»tf»CAL icitoot 

t?> (*’•’'# * Tf*y if tv* t<y !?■■*{? f?v»mvi fr<«rt (!'■* t wjy tnlii- 

'*"*1 f**M» *r*} in wraith. w*u!r lh«* cultivator wfio 

* »*•*»**! t> *1 t^»Tpn*» n rfti-* rf r^v-r dti<i\v»d to rrjnv any 

^ * ! ' ' r - <M *vtf. *»y lb *? S.vn.irof; mh nritterl th <• tkrirf c( 
v^h wm wnf^t! r»»t t*r Mm. wf-n )w m.tkrj of 
! v ' ,,n *’* / '*» poV r >l*ut if-* *intl.m«y h jimp!/ a rpjitrr of worth. 
, Snn»'»r»?i. t^akr-* of turpi r» * sl-u*. ni'.in« i.> imply ih* ralur that is 
. truriMhlli o* rr»j'n| rirty y*ar in a progress! v* country, 

iv* l*y 0“* rff <1 ft U hour (mi In if-« joint njirfatwio of capital 

at*! la!*>*iC \ Mart's ate a if ji labour a tons* created value, aw! thal 
fr>f;«r«{v*r-i!p proto aw) uiirrni rnrtfiju/nl a rWf. t* entirely farii p> 
Id ftiitnnttt!) Sn«rx.w!i, ireWt). mi«{tturil l fiat the revenues of la r.tled 
|*rip*Ktr’f> awl u|«btaii were due in cfT.irts whuh they ihemsclvrs 
|u»<! twsr* psn to<th ||e unfitly (Uiiimruttfiei! between ifw waq*-t of 
U!*aii awl t)w revenues of proprietors, kul t<» him the latter were not 
If* 4 liTjiiinuie i Ivan ifi* turner. tor. wyv he, "the Urnrficuriw who 
enjo) tucli rrsetium *nhml ttwktf.if any currrtpondimi effort have 
acquirni a (*-r«wner ii claim to them in virtue of tod undertaken at 
aorne funner which must hasp incrcAiet! ifce productivity of 

labour." ‘^VVhm Sttmondi sayv that thr wofler u robbed he merely 
means to »ay that temttvrjj the worker a insufficiently paid; in other 
wiards, dial he dors not always frtnvr moutfb remuneration to keep 
him alise, And if only for the sake of humanity, he ought to 

be better juid.^Dut he does not consider tlur appropriation by pro- 
prietors or capitalists of a portion of the social product is in itself 


* FjvJtt rtf r tmm mu /vfifcyw, pv »7t*«75- 

* AWctfus frwyii, Vol. I, p. loj. 

* On ibis point »f tnuit iliuutuw uunetvrs from the interpretauoa placed upon 
the pass * gr by SI A/labon in his c'lhmviw excellent monograph L’CFuin £****'f'^ 
it Summit it Sinvmh (Pam, 18.19', as well >1 from the view expressed by a*. l * ca 
(ffiifcnt its Jnlhvi Aranomcjwi, Vol. II, p. Jo6). But Sumoodi'i test sppean to u* 
to leave no room for doubt. " 4 * sgainst land *f might comhuie the other n*o *^" cn 
of wealth, life which enables a man to work and capital which employs him- 

two powers when united ponewan espanjtteehawterutic. to that the labour wine 
a worker puts in lot work one year will be greater than that put in the preceding year 
— upon the product of which the worker will have supported himself- It “ **“ 

of thii surplus value [m.tw, «fw], which increases a. the arts and sciences *** P™ 
gresshely applied to industry, that society obtains a constant increment of wea 


(jVoweeii* Pnimpts, Vol. I, p. 103.) * ,, 

* Ibid., pp. iir-lia. Cf. also p. 67. “Wealth, however, cteoperato *•“ 
labour. And its possessor withholds from the worker the part which the 
haa produced beyond his coat of maintenance — as compensation lor 
which he has given him." It is true that this proportion is a considers • 
“The mtrtprtneur is bound to leave to the worker just enough to W* ’ 

reserving for himself all that the worker has produced over arid above this. I • 3^ 

But this is not a matter of necessity, a deduction from the laws of value, as » 


Marx. 
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unjust. 1 His point of view is not unlike that adopted at a later period 
hyxhc German socialists when they sought to justify their social policy. 
s/Bm although Sismondi’* criticism does not amount to socialism, he 
causes considerable consternation among Liberals by the telling manner 
in which he shows the falsity of the theory affirmed by the Physiocrats! 
and demonstrated by Smith, namely, the natural identity of individual 
and general interests. It is true that Smith hesitated to apply itj 
except to production. But Sismondi’s peculiar merit lies in the fact 
that he examined its content in relation to distribution. Sismondi 
finds himself forced by meie examination of the facts to dispute the 
very basis of economic Liberalism, furiously enou gluJiC-Seems .sur- 
prised at his own conclusions. A priori the theory of identity of in- 
terests appeared to him true, for docs it not, in fact, rest upon the two 
ideas •4>f ,,, &tat “each knows his own interest better than an ignorant 
or a careless Government ever can,” and that “ the sum of the 
interests of each equals the interests of all”? “Both axioms are true.”* 
Why, then, is the conclusion false? 

Here we touch the central theme of Sismondi’s system, the point 
where he leaves the purely economic ground to which the Classical 
writers had stuck and approaches new territory — the question of the 
distribu tio n of p roperty. Sismondi discovered the explanation of the 
contradlctTonwfilch exists between private and general interests in the 
unequal distribution of property among men and the resulting unequal 
strength of the contracting parties.^ 


lilt THE DIVORCE OF LAND FROM LABOUR AS THE 
CAUSE OF PAUPERISM AND OF CRISES 
Sismondi was the first writer to g ive expression to the belief_that , 
industrial society tends to separate into twolibsolutely distinct classes 
— those wh o work andjhose wh o possess, or7~a*~ K~e~ often p ut It," t he 

1 “The poor man, by his labour and his raped for the property of other*, acquires 
a right to his home, to warm, proper clothing, to ample nourishment sufficiently 
varied to maintain health and strength. . . . Only when all these thing* have been 
secured to the poor as the fruit of their labour does the claim of the nch come in. 

Vihat is superfluous, after supplying the needs of every one, that should conantute 

the revenue of opulence." {tiukt tv I'tcenmu pohtiqur, VoL I, p. 273.) Here we 
fee quite clearly the sense in which Sismondi uses the term “ spohauon.” 

•Aenweit* Pnnnpa, Vol. I, p. 407 Cf. also pp. aoo, aoi . 

Every one’s interest if checked by every body rises would in reality represent 
the common interest. Rut when every one is seeling hu own interest at the expense 
of others as welt at developing his own means, it dors not alwayi happen that be is 
opposed by equally powerful forces. The strong thus find it their mterest to seize and 
the weak, i/s inqsvesce, fw the least «srl so *,-*11 vs the greatest good k> a part 0! the 
Sim of human polity." {IKi , p. 407.) Cf. also vfio, p. aoi , note a. 
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the unpretentious industries of the independent boatman, carriage- 
or wagon-maker. Wealthy merchants have entered the retail trade 
and have opened their immense shops in the great capitals, where, 
in virtue of the improved means of transit, they are able to offer 
their provisions even to consumers who live at the very extremities 
of the empire. They are well on the way towards suppressing the 
wholesale trader as well as the retail dealer, and the petty 'shop- 
keeper of the provinces. The places of these independent tradesmen 
win soon be taken over by clerks, hirelings, and proletarians. 1 

And now for the consequences of such a condition of things. In 
this opposition existing between these two social classes which formerly 
lived together harmoniously we shall find an explanation of the 
workman’s misery and of economic crises. 

The sufferings of workmen, whence do they spring, if not from the 
fact that their numbers are in excess of the demand for their labour, 
thus forcing them to be content with the first wage that is offered them, 
even though it be opposed to their own interests and the interest of 
the whole class? 1 But "whence the necessity of submitting to these 
Onerous conditions and of tolerating a burden that is ever becoming 
heavier under pain of hunger and death?” The ^explanation lies in 
the separation of property and toil- ‘{Formerly the workman, an inde- 
pendent artisan, could gauge his revenue and limit his family accord- 
ingly, for population is always determined by revenue * \Robbcd of 
his belongings, all his revenue is to-day got from the capitalist who 
employs him Ignorant of the future demand for his products, as 

1 Jctiufu nit f Jammu invrnrt , jip 55 r) itj. 

•"That rvery one understand* hit mm interett better than any Government ever 
<*n U » nuiftun that bu been comvJer«bty emphasised by «ommua Rut they Have 
ion lightly affirmed that the interest of each to avoid the greateii m il coincide* enb 
the general Interest It u to the interert of the man who wnhei to impoveruh hii 
neighbour to rob him. »n,l it may be the latter** Inlernt to let him do it provided be 

"Bui it ii not in the intrrett of toetety that the one (hould eaerrue the force and 
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Well as of the quantity of labour that may be necessary, he has no 
longer any excuse for exercising forethought, and accordingly he 
discards it. ^Population grows or diminishes in accordance with the 
will of the capitalist.} "Let there be an increased demand for labour 
and a sufficient wage offered it and workmen will be bom. If the 
demand fails, the workmen will perish.” 1 
' ^This theory of population and wages is really Smith’s, who tried to 
'• . prove tKat Alie n, like commodities, extended or” limited thei r number s 
t* 1 according^ to the needs of production.)* Sismondi, rather than accept 
tt as a proof of the harmonious adaptation of demand to supply, 
emphasizes the lamentable effects of the separation of wealth from 
labour.* <$mith and Sismondi both fell into the error of Malthus and 
Ricardo, who imagined that high wages of necessity increased popula- 
tion* To-day facts seem to show that a higher standard of well-being, 
on the contrary, tends to limit it, and the proletarians, who constitute 
the majority of the nation, can no longer be treated as mere tools in 
the hands of the capitalists, to be taken up or thrown aside according 
to fancy or interest. 

''What is true of industrial employees is no less true of the toilers of 
1 the field. In this connexion Sismondi introduces the celebrated diatinc- 
'' tion between net and gross production which has occupied the attention 
of many economists since then. If the peasants collectively owned all 
^ the land they would at least of a certainty find both the security and 
j . the support of their life in the soil. They would never let tjie gross 
.^’produce fall below what was sufficient to support them,* vfiut with 
4 great landed proprietors, and with the peasant transformed into the 
agricultural labourer, things have changed. <*The large proprietors 
have the net product only in view — that is, the difference between the 
cost of production and the sale price)) It matters little to them if the 




a Pnneipts, VoL II, p. a 86. 

e that Sismondi does not accept Malihus’s theory of population, nev V 

admin that population depends upon the meani or tuhthtence; be hoi* that I 
varies according to the will of the proprietor, who stimulates or retards it ^according 
to his demand, but who is interested in Its limitation in order to secure himse 
the maximum net product.) “ Population has never reached the limits of 
fisienee, and probably it never will. But all throe who dtsire the subsistence 
neither the means nor the right to extract it from the toil. Those, on the r ? r,a l /’ . 
whom the laws giie the monopoly of the land have no interest in obtaining 
all the subsistence it might produce. In all countries proprietors are opposes, 
must be opposed, to any system of cultivation which would tend merely to muuw 
the means of subsistence while not increasing the revenue. Long before b«ng arte, 
by the impossibility of finding a country which produced more subustence popww- 
t>on would be Chet led by the impossibility of finding the people to buy those mr 
or to work and being them into being” (/Sufi, pp rfj-*?®-) 

• Hid, VoL I, pp. *63, *6*. 
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gross produce » sacrificed for the sake of increasing the net produce. 
Here you have land which, when well cultivated, brings gross produce ! 
of the value of 1000 shillings to the fanner and yields too shillings in * 
rent to the proprietor. But the proprietor thinks that he would gain 
1 to shillings if he left it fallow or let it as unprofitable pasture. 

His gardener or vinedresser is dismissed, but be gains 10 shillings 
and the nation loses 8 go. By and by the capital employed in pro- 
ducing this plentiful supply will no longer be so employed, and there 
will be no profit. The workers whose former toil produced these 
products will no longer be employed and no wages will be paid.* 

Examples are plentiful enough. A number of the great Scots pro- 
prietors, in order to replace the ancient system of cultivation by the 
open pasture system, sent the tenants from their dwellings and drove 
them into the towns or huddled them on board ships for America. 

In Italy a handful of speculators called the AUrcmti di ttnute , animated 
by similar motives, have hindered the repopulation and cultivation of 
the Roman Campagna, 

that territory formerly so very fertile that five acres were sufficient 
to provide sustenance for a whole family as well as sending a recruit 
to the army. To-day its scattered homesteads, its villages, the whole 
population, together with the farm enclosures, the vineyards, and 
the olive plantations— products that require the conUnual loving 
attention of mankind— have all disappeared, giving place to a few 
flocks of sheep tended by a few miserable shepherds.* 

The criticism is just, but is directed rather against the abuse of private 
property than against the principle of the net product, for this principle 
is incident to peasant proprietorship as well. It is inevitable wherever 
production for a market takes place.* 

<1 Lis-j u st t his oppos ition betw een proprietorship and labour that 
supplies a n_expta nation of economic crises. ^ 

* Aouveaux Pnnnpts, Vol. I, p 153. 

* Ituf , p. 335. This problem of the net sod grots produce occupied Swnvondi's 
attention for a long time We find a suggestion of it in his first work, Li Tableau di 
I'Afnnilluri tenant (Geneva, 1801), and though he does not definitely take the side 
of the gross produce, he shows some leanings that way “Why u the gam of a single 
rich farmer considered more profitable for a State than the miserable earnings of 
several thousand workers and peasants?** The book, however, 11 a treatise on prac- 
tical agriculture, and includes only a few economic dicta. It u here that we have hi* 
beautiful description of his farm at Va! Chiuso (p. 919). 

* It u true that Sismondi wished to get rid of the practice of producing corn for a 
market, to as to free the nation's food from the fluctuations of that market Neither 
u he over-enthusiastic in bis praise of the gross produce. He recognizes that the 

gradual growth of the post produce might, in its way, be the consequence of a state 

®* ,«“Henng if population were to progress too rapidly (Ibtd., p. 153). This shows 
what a hesitating mind we are dealing with ' 
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?of HiwnMii a ttty ofttniK* oir ex itica l jc 
^S bmnrwli hnlfh ihr view ifiai frisks arc due partly to tlir difficult) 
nf srrjuiring «*wt IfinwMge of a market that haj become my 
ntrtMivr, nml p-tftly to the Cict dual producers are guided In their 
actiom Ity the amount of their capital rnthrr than by the demand of 
(hr market. 1 ) Hut aliove all he thinks that they are due to the unequal 
tlntfllution of revenues. 'Hie corwq tie ner of thr reparation of property 
from lalimir i» that the revenues ofiTitwc who pow5~ lands incr?a*e 
while the incomer oT the workers always remain itrictly at' the~irunl- 
mum. TItr natural mult Si a want of harmony irT the"cfemand for 
pnxlueti. With property uniform Jy divider! and with an almost 
genera! increase tn the revenue there would result a certain degree 
of uniformity in the growth of demand. Those industries which 
supply our most essential and most ge n e ra l wants would experience a 
regular and not an erratic expansion. Bur as a matter of fact at the 
present time it is the revenue of the wealthy alone that increases. 
Hence there is a growing demand for the more refined objects in 
place of a regular demand for the ordinary things of life; a neglect of 
the more fundamental industries, and a demand for the production of 
luxuries. If the latter do not multiply quickly enough, then the 
foreigner will be called in to satisfy the demand. What is the result 
of these incessant changes? The old, neglected industries are obliged 
to dismiss their workmen, while the new industries can only develop 
slowly. During the interval the workmen who have suffered dismissal 
are forced to reduce their consumption of ordinary goodj, and perma- 
nent under-consumption, attended by a crisis, immediately follows. 
“Owing to the concentration of wealth in the hands of a few pf°" 
prictors, the home market is contracted and industry roust seek other 
outlets for its products in foreign markets, where even more con- 
siderable revolutions are possible.” 1 Thus “the consumption of a 
millionaire master who employs 1000 men all earning but the bare 
necessities of life is of less value to the ration than a hundred men 
each of whom is much less rich but who employ each ten men who 
arc much less poor.” 1 

Sismondi’s explanation of crises, though adopted by many writers 
since then, is not one of the best. The difficulty of adaptation worn 
Jfauotmx Principal, Vol. I, p. 3®®- 1 ftnJ-, p. 3®}* 


* Elsewhere he remarks: “The petty merchants, the small manufacturers, disap- 
pear, and a great entrepreneur replaces hundreds of them whose total '" c ~~ , j Uoe ^ a 
equal to his. Taken altogether, however, they consumed more than he dots. ^ 
costly luxury gives much less encouragement to industry than thehonest case 
hundred homes which it has replaced." (Ifcief , Vol. II, p- 337-1 "^ c **_, ; n 

than doubtful. What we want to koow is whether the demand wdl remarn the same 
amount, nor whether there will be no change in iu character a contingency 
need not result in a general crisis, but simply in a passing inconvenient 
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in all probability not disappear even if wealth were to be more equally 
distributed. Moreover, what he attempts to explain is an evil that is 
chronic in certain industries and not the acute periodical crises. But 
the theory has the merit of attempting to explain what still remains 
oliscurc, and what J. B. Say and Ricardo preferred to pass over in 
silence or regarded as of secondary importance under pretext that in 
the long run equilibrium would always be re-established. We shall 
return to this subject in Book VI. « 

*7 

IV: SISMONDI'S REFORM PROJECTS HIS INFLUENCE 
UPON THE HISTORY OF DOCTRINES 
The principal interest of Sismondi's book does not lie in his attempt 
to give a scientific explanation of the facts that occupied his attention. 
Indeed, these attempts have little that is altogether satisfactory, for 
the analysis is frequently superficial, and even commonplace. His 
merit rather lies in having placed in strong relief certain facts that 
were consistently neglected by the dominant school of economists. 
Taken as a whole, his doctrine must be regarded as pessimistic, ('lie 
deliberately shows us the reverse of the medal, of which others, even 
those whom we have classed as Pessimists — Ricardo and Malthus — 
wished only to see the brighter side v It is no longer possible to speak 
of the spontaneous harmony of interests, or to forget the misery and 
sulTering which lie tieneath an appearance of economic progress. 
Crises cannot be slipped over and treated as transient phenomena of 
no great moment. No longer is it possible to forget the important 
elTectr r>T an unequal division of property and revenues, which frc» 
quently results In putting the contracting parties in a position of 
fundamental inequality that annuls freedom of bargaining. In a 
word, it is no longer passible to forget the social consequences of 
economic transformation* And herein hr* the sphere of social politic*, 
of which we are now going to speak. 

. Tile, new point of siew occupied by Sismondi enable* him to see 

thatthr fire play of private interests often involve* injury to the general 
interest, anil that the htitrz-feirt doctrine preached by the school of - 
Adiin Smith lias on longer any ration fltu On the contrary, there ' 
u room for the intervention of society, which should *rt a limit lo“ 
indisiduil onion ansi correct it a almsm _S|sroorwli thus t •'■comes the 
hist of tbr Intme-nlionist*. 

action, in the first place, sssicht^to be employed in curbing << 
production^ nd in putting a drag upon the too rapid multiplication c 
nl intention*, hnmomii dreams rtf progress arcomplidiod by caiy ' 
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stages, injuring no one, limiting no income, and not even lowering th 
rate of interest. 1 His sensitiveness made him timid, and critics smil 
at his philanthropy. Even the Saint-Simonians, too sympathetic 6 
certain of his views, reproach him with having allowed himself to i> 
misled by it.* This state of mind was reflected in his habits in privati 
life. Sainte-Beuve* relates of him how he used to employ an old lock 
smith who had become so useless and awkward that everybody hac 
left him. Sismondi remained faithful to the old man even to the very 
end, despite his inefficiency, lest he should lose his last customer. He 
wished society to treat the older industries in a similar fashion. He 
has been compared to Gandalin, the sorcerer’s apprentice in the fable, 
who, having unlocked the water-gate with the magic of his Viords, 
sees wave succeed wave, and the house inundated, without ever being 
able to find the word which could arrest its flow. , 

Governments ought to temper their ‘blind zeal’ instead of urging 
on production. 4 Addressing himself to the savants, he begs them to 
desist from invention and recall the sayings of the economists, la'ust’- 
fairt, laissez-passer, by giving to the generations which their inventions 
render superfluous at least time to pass away. For the old regime, 
with its corporations and wardens, he had the sincerest regard, while 
condemning them as being harmful to the best interests of production. 
Still he wondered whether some lesson could not be gleaned from them 
which might help us in fixing limits to the abuses of competition.* 
Sismondi never seems to have realized that any restriction placed 
upon production with a view to alleviate suffering might hinder the 
progress and v* ell-being of the very classes that interested him most. 
The conviction that the production of Europe was enough to satisfy 
all demands supported these erroneous views. 4 Sismondi never sus- 
pected the relative poverty of industrial society, a fact that struck 
J. B. Say very forcibly. Moreover, he felt that on this point the policy _ 
of Governments was rot so easily modified, a feeling that under- 
mined his previous confidence. 

• SUmooJi applies the same principles to a consideration of » fall in *he «<* 
interest as be does us ibe growth of production or I be inereate of machinery. ** 
increase of capital is desirable only when its employment can be Increased it **'"* 
time. Bat W benever the rate of interest a lowered it is a certain *i*n thil *•>* 

meat of capital has proportionally diminished ss compared with the amount avail* • 
and this fail in the rate, which a always «lranta^o<a> to tone people, Ss du* ■'* 
turrous to others — some will ha*e to be content with smaller Incomes and othrn *• 
none at alL** |,V«atH Fnxiftl, Vol I, p. yn ) 

• Compare the Sainl^unoruan review, lu f'rodwtnir. Vet IV, pp. JlWr 1 

iM-tu, Vol V7. p. a,. 

• fj*u I nr rfewes VcJ. I. pp. &>. 6t. 

'.\wmu rnaciptt, VoL I, p. )p; Vol. II. p 4*9. 

« Bd, Voi. It. pp. PJ. 4JJ. See alw CerUs. Vet. i, P- »}■ 
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Since the causes of the evils at present existing in society are (l) the j, 
absence of property, ( 2 ) the uncertainty of the earnings of the working Jj 
classes, all Government action ought to be concentrated on these y 
points. 

The firsyjtuCSS.to be aimed at, wherever possible, was the union o f 
labour and property , and Sismondi eulogizes the movement towards 
a new patriarchal state — that is, towards a revival of peasant pro- 
prietorship. The Nowxaux Pnnaptt contains a celebrated description 
of the idyllic happiness of such a state. Jif^industry he wished for a 
return of the independent artisan. 

I am anxious that the industries of the town as well as country 
pursuits should be earned on by a great number of independent 
workers instead of being controlled by a single chief who rules over 
hundreds and even thousands of workers. 1 hope to sec manufac- 
tures in the hands of a great number of capitalists of average means, 
and not under the thumb of one single individual who constitutes 
himself master over millions 1 long to sec the chance— nay, even 
the certainty — of being associated with the master extended to every 
industrious workman, so that when he gets married he may feel 
that he has a stake in the industry instead of dragging on through 
the declining years ofhfe, as he too often does, without any prospect 
of advancement 1 
This for an end. 

But the means? On this point Sismondi shows extraordinary 
timidity. Appeal to the legislator is not followed up by a plan of 
campaign, and in moments of scepticism and despair he even doubts 
whether reform is ever possible. \He~declares himself an opponent of is 
communism. He rejects the Utop ias of Owen, of Thompson, and of 
Fourier, al tho ugh h e recognizes thaTtheir aim was his also. He failed ’ 
to perceive that his * breaking up’ process was quite as illusory as the 
communistic Utopias which he shunned. He rejected Owen’s system 
because he saw the folly of attempting to substitute the interest of a 
corporation for that of the individual. But he never realized that it 
had nothing to do with a corporation, and it is possible that were he 
alive at the present time he would be an ardent champion of co- 
operation. 

But until the union of property and labour is realized Sismondi is 
content with a demand for a simpler reform, which might alleviate 
the more pressing sufferings of the working classes. First *6f all he 
appcal^for the restoration, or rather the_ granting, of the right of {. 
combination . 1 Then follo ws a li mitat ion of child labour, t he a bolition^* 
stof Sunday toil, a nd a shortenin g of the hou rs of labour.* He also , 

' Pnncipti, Vo). II, pp. 365-366. 1 Ibid,, p. 451. * Hid., p.338. 
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' >** 1 J demanded the establishment of what he called a “professional guaran 
iS- Jf tce »” whereby the employer, whether agriculturist or capitalist, wouli 
II he obliged to maintain the workman at his own expense during « 
period of illness or of lock-out or old age. This principle once admitted 
the employers would no longer have any interest in reducing the wage 
of the workman indefinitely, or in introducing machinery or in multi' 
plying production unduly. Having become responsible for the fate 
of the workers, they would then take some account of the effect which 
invention might have on their well-being, whereas to-day they simply 
regard them from the point of view of their own profits. 1 <t)ne might 
be tempted to regard this as an anticipation of the great ideal which 
has to a certain extent been realized by the social insurance Acts 
passed during the last thirty years.^But this is only partly jo. Sismondi 
placed the charge of maintenance upon the master and not upon 
society, and his criticism of methods of relief, especially of the English 
Poor Law, was that they tended to decrease wages and to encourage 
the indifference of masters by teaching the workers to seek refuge at 
the hands of the State rather than at the hands of the masters. 

In short, his reform projects, like his criticism of the economists, 
reveal a certain degree of hesitation, due, no doubt, to the perpetual 
conflict between reason and sentiment. Too keen not to tee the bene- 
fits of the new industrial regime, and too sensitive not to be moved by 
some of its more painful consequences, too conservative and too wise 
to hope fbr a general overthrow of society, he is content to remain tn 
astonished but grieved spectator of the helplessness of mankind in the 
face of this evil. He did not feel himself competent to suggest a remedy. 
He himself has confessed to this in touching terms: 

I grant that, having indicated what in my opinion Li the principle 
of justice in this matter, I do not feel mjsrJf equal to the Mix 
showing how it can be realized. The present method of distributing 
the fruits of industry among those who have co-operated in 
production appears to trte to be curious. But a state of socie V 
absolutely different from that with which we are now aequain 
appeals to be be)ond the wit of man to devise.*^ ^ ^ 

I It is a striking fac t tfut^mo st o f^H e im portant social ideal] in the _ 

I nineteenth c entury .fan l>e traced back to Snmondi's writings I *Y 
Gi e been confirmed by the events that have followed the f int ^ 
War, He was the first critic whom the Classical school encounter' 
in it* march, and he treats us to a full tfstsmi of Its msny heteve*- 
In the bitter struggle which ensued the heretics won the ihy, t ** 
nostrums taking the place of the Classical doctrines in the p*i * 

>.%«■»**■* VeJ. II, P . Mr S/W.R. J<*- j 
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• favour. But it seems hardly possible that Sismondi’s work should 
have determined the course of these newer tendencies. Hit immediate 
influence was extremely limited. It scarcely t oM.autIL«cept upon 
the socialists. Ills book was soon forgotten, and not until our own 
""day wasltsimportanct fully realized. !t would be truer to say that 
in the course of the nineteenth century there was a spontaneous 
revival of interest in the ideas promulgated by Sbmondi- None the 
lessjiejvas the first writer to raise, his voice against certain principles 
which_wcre rapidly,, crystallizing into dogmas. He is as the earliest 
economist who dared resist the conclusions of the dominant school, 
and to point to the existence of (acts which refused to tally with the 
large and simptc generalizations of his predecessors. If not the founder 
of the new schools that were about to appear, he was their precursor. 
They are inspired by the same feelings and welcome the same ideas. 
His method b an anticipation of that of the Historical school. His 
definition of political economy as a philosophy Cjf history 1 works 
wonders in the hands of Roschcr, Knits', and HUdeTjrand His plea 
for a closer observation of facts, hb criiicbm of the deductive process 
and £s hasty generalizations, will find an echo in the wrj tings of Le 
friay i n Fran ce, of Sch mbller in permany u and_of glifl'e.Xeslie and , 
ToyntoSs in England. ‘The founders of the German Historical school, 
in their ignorance of foreign writers, regarded him as a socialist,* but 
the younger representatives of that school have done full justice to his , 
memory, and recognize him as one of their earliest representatives. I 
By hb appeal to sentiment and hb sympathy for the working classes, 
by hb criticism of the industrial regime or machines and competition, 
by hb refusal to recognize personal interest as the only economic 
motive, he foreshadows the violent reaction of humanitarianism 
against the stem implacability of economic orthodoxy. YVe can almost 
hear the eloquence of Ruskin and Carlyle, and, the pleading of the 
Christian Socialists, who in the name of Christian charity and human 
solidarity protest against the social consequences of production on a 
large scale. Like Sismondi, social Christianity will direct its attack, 
not against the science itself, but against the easy bourgeob com- 
placency of its advocates. A. charge of selfishness will be brought, not 
against economic science as such, but against its representatives and 
the particular form of society which it upholds. 

^Finally, by hb plea for State intervention Sismondi inaugurated a 
reaction against liberal absolutism, a reaction that deepened in in- 
tensity and covered a wider area as the century wore on, and which'' 
l See section S of present chapter. * 

* Knies, strangely enough, classes him wnh ihe socialists. 
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found its final expression in Slate socialism, or "the socialism of th 
' "thair.” He was the first to advocate the adoption of factory legislatio 
in France and to seek to give the Government a place in dircctin; 
)(. economic affairs. The impossibility of complete abdication on th 
part of the State would, he thought, become clearer every day. Bu 
1 it was little more than an aspiration with him; it never reached tin 
! stage of a practical suggestion. 

/i. Thus in three different ways Sismondi’s proposals were destined tc 
give rise to three powerful currents of thought, and it is not surprising 
that interest in his work should have grown with the development ol 
the new tendencies which he had anticipated. 

His immediate influence upon contemporary economists was very 
slight. Some of them allowed themselves to be influenced by his warm- 
heartedness, his tenderness for the weak, and his pity for the workers, 
but they never found this a sufficient reason for breaking off their 
Connexions with the Classical school. Blanqui 1 in particular was a 
convert to the extent that he admitted some exceptions to the principle 
of laissez-faire. Theodore Fixand Droz* seemed won over for a moment, 
and Sismondi might rightly have expected that the Recur mmnirllt 
d’iconomie politique, started by Fix in 1833, would uphold his views. 
But the days of the Revue were exceedingly few, and before finally 
disappearing it had become fully orthodox. Only one author, Buret, 
in his work on the sufferings of the working classes in England and 
France," has the courage to declare himself a wholehearted disc pfc 
of Sismondi. The name of Villeneuve-Bargemont, author of Eeonomit 
politique chriUennt, must be added to these. His work, which was pub- 
lished in three volumes in 1834, bears frequent traces of Sismondi* 
influence. 

I Sismond i, though not himself a socialist, h as been much readjm 
carefully stu died bysocialists. It is among the m tha t his mHuenccO 
most mark ed^Th is is not very surprising, for all the critical portion o 
his work is really a vigorous ap p eal against comp etition and tne in 
"equalities of fortune^TLouis Blanc read him and borrowed from ^ 
more than one argument against competition. The tw o^Ggrnan 


1 A. Blanqui, in hu Histain de V EcarumU pthtxqv* n Eunfit (>8,37), consider, 
writer of the modem school, uhichhe descr.be, as follow: -Whtwcfto 
no longer willing to treat production aa a pure abstraction apart fr'’™ 
upon the workers. To produce wealth is not enough; it must be equitably u 
(Introd., 3rd ed,, p. xri.) . , ■, CAoUt 

*Dro* (1773-1850) published in >8i» his £a«emu pohtijur, 

dn RUhtuti. It is in this work that we find the famous phrase, Ccnam ^ 

seem to think that products are not made for men, but that men are 
products." . r are. 

* Paris, 1841, two volumes-^ Buret died in >841 when thirty-two yen* 
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socialists Rodbcrtu* and Mart arc still more deeply indebted to him. . 
Rodbenus borrowed from him his theory of erhea, and owe* him the 
suggestion that" social progress benefits only the wealthier classes. 
Rodbertus quotes him without any mention of his name, but Marx 
in hii Manfato has rendered him full justice, pointing out all that he 
owed to his penetrative analysis. The most fertile idea borrowed by 
Marx was that which deals with the con centrat i on of wealth in the 
hands, of a few powerful capitalists, which result* in the increasing 
dependence of the working classes. <(This conception is the pivot of 
the Afani/tsto, and forms a part of the very foundation of Marxian 
collectivism,^ The other idea of exploitation does not seem to have 
been borrowed from Sisrnondi, although he might have discovered a 
trace of the surplus value theory in his writings. Marx endeavours to 
explain profit by drawing a distinction between a worker selling his 
labour and parting with some of his labour force. Sisrnondi employs 
terms that arc almost identical, and says that the worker when selling 
his labour force is giving his life. Elsewhere he speaks of a demand for 
'labour force.VSismondi never drew any precise conclusion from these 
ideas, but they may have suggested to Marx the thesis he took such 
pains to establish. 

•(Many a present-day socialist, without acknowledging the fact, per- 
haps without knowing it, loves to repeat the arguments w hich Sisrnondi 
was the first to employ, to stir up his indifferent contemporaries^ 

^ ^ did d >' „ j . ,, y t 

J- ^5*0* c<u' uwet.d'nw OS /U ’.a (V -. 1 . -s, < f 

CHAPTER II: SAINT-SIMON, THE SAINT- 
SIMONIANS, AND THE BEGINNINGS OF 
COLLECTIVISM 

Sbmondi, by supplementing the study of political economy by a study 
of social economics, had already much enlarged the area traced for 
the science by its founders. But while giving distribution the position 
of honour in his discussion, he never dared cany his criticism as far 
as an examination of that fundamental institution of modem society 
— private property. ^Property, at least, h e thought legitimate .and 
necessar y^ Every English and French economy Iliad "always treated 
'itaTalhing apart— a fact so indisputable and inevitable that it formed 
the very basis of all their speculations. 

Suddenly, however, we come upon a number of writers who, while 
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definitely rejecting all complicity with the earlier communists a 
admitting neither equality of needs nor of faculties, but tending to 
agreement with the economists in claiming the maximum of prodi 
tion as the one aim of economic organization, dare lay their har 
upon the sacred ark and attack the institution of property with who 
hearted vigour. Venturing upon what had hitherto been holy grour 
they displayed so much skill and courage that every idea and eve 
formula which became a commonplace of the socialistic b'trrature 
the later nineteenth century already finds a place in their ayster 
Having definite ideas as to the end which they had in view, tii< 
challenged the institution of private property because of its effec 
upon the distribution and production of wealth. They cast doul 
upon the theories concerning its historical evolution, and conclude 
that its abolition would help the perfection of the scientific and it 
dustrial organization of modern society. The problem of privat 
property was at last faced, and a recurrence of the discussion wa 
henceforth to become a feature of economic science.' 


* It was not intended that any reference should be made in this volume to th 
doctrine of socialism before the opening of the nineteenth century, but the qualici 
whether the French Revolution of 1789 was socialist in character or simply middle 
class, at the sociaJuts of to-day would put it, hat been to frequently discussed that wi 
cannot ignore it altogether. 

There it no doubt that the leaders of the Revolution— including Marat, even, wht 
is wrongly regarded as a supporter of that agrarian law which he condemned as fatal 
and erroneous — always showed unfailing respect for the institution of private property. 


The confiscation of the property of the Church and of the (imp! nobles w. 


a pot 


economic measure, and m that respect is fairly comparable with the 

historic confiscation of the property of Jews, Templars, Huguenots, and Irish, which 
in no case was inspired by merely socialist motives. The confiscation of endowments 
— of goods belonging to legal persons — was regarded as a means of defending indi- 
vidual or real property against the encroachments of merely fictitious prisons and 
the tyranny of the dead hand. When it came to the abolition of feudal eights great 
care was taken to distinguish the tenant's rights of sovereignty, which were about to 
be abolished, from his proprietary right), which deserved the respect of every onew' 


recognized the legitimacy or compensation. In practice the distinction proved of 
little importance. Scores of people were ruined during those unfortunate morion 
some through mere misfortune, others because of the muddle over the issue of assignaa, 
and others, again, because of the confiscation of rents; but the intention to respect e 
rights of property remains indisputable still. It vvoidd seem that in this matter IM 
revolutionary leaders had come under the influence of the Physiocrats, whose 
property has already engaged our attention And how easy it would be to imagine 
a Physiocrat penning Article 17 of the Declaration of the Righto of Man wnen 
speaks of property as an inviolable, sacred right! But, on the other hand, it is true 
that Rousseau in his article £commU politique speaks of the rights of property as 
roost sacTed or the citizen's rights. ... , „„ 

It was not only on the question of property that she revolutionists of 1709 
themselves anti-socialist. They were also anti-socialist in the sense that they pa 
attention to class war and ignored the antagonism that exists between 


ifkers. All were to be treated as citizens ana bromers. au * _ 

ever, those who claim the most intimate connexion with the spirit of the 
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Not that It had hitherto been neglected. Utopian communists from 
Plato and More up to Mably, Morclly, Godwin, and Babcuf, the 
eighteenth-century equalitarians, all rest their case upon a criticism 
of property. But hitherto the question had been treated from, the 
point of view of ethics rather than of economies. 1 The originality of 

lotion remain undismayed by such considerations. They endeivour to show that 
the Revolution was not quite so conservative nor so completely individualistic as is 
generally supposed, and after diligent search they claim to have discovered certain 
decrees bearing unmistakable traces or socialism. But a much more general practice 
is to plead extenuating circumstances. “Are we to demand that the social problems 
which appeared fifty years afterwards, when industry had revolutioniicd the relations 
of capital and labour, should have been solvtd at the end of the eighteenth century? 

It would have been worse than useless for the men of ■ 789 and 1 793 to try to regu- 
late such things in advance." (Aulard, Address to Students, April at, 1893. Cf his 
Hutoirt poliOgw dt la K/velulu la, chapter viil, paragraph entitled " & Swalumi ") 

We must not lose sight of the communist plot hatched by Francois Babeuf during 
the period of the Revolution. But in this cast, at any tate, the exception proves the 
rule, for, despite the fact that Babeuf had assumed the suggestive name of Cams 
Gracchus, he found little sympathy among the men of the Convention, even in 
La Montague, and he was condemned and executed by order of the Directory. 
Babe uf’s plot is interesting, if only as an anticipatory protest of rev olutionary socialism 
against bourgeois revolution. Of. Aulard, lor. til., p. Cay. 

1 Not to ipeak of celebrated Utopians like Plaio, More, and Campanula, a number 
of writers who have been minutely studied by Lichtcnberger undertook to supply such 
celticism in the eighteenth century. Motelly, Mably, Bristol, and MciUer the curd 
in France, and Godwin in England, attacked the insutuuon of property with becoming 
vigour. Babeuf, who in 1797 suffered death for his attempt to establish a community 
of equals, has left us a summary of their theories. But the Samt-Sunonians owe them 
nothing in the way of inspiration. Eighteenth -century socialism was essentially 
equalitanan. What aroused the anger of the eighteenth-century writers most of all 
was the inequality of pleasure and of well-being, for which they held the institution 
of private property responsible. “ If men have she same needs and the same faculties 
they ought to be given the same material and the tame intellectual opportunities,” 
says the Ahmiftilt dti £faux. But the Samt-SimonianJ recognize neither equality of 
needs nor of faculties, and they are particularly anxious not to be classed along with 
the Babeuvistes — the champions of the agrarian law. Their socialism, which is 
founded upon the sight to the whole produce of labour and would apportion wages 
according to capacity, aims at neither equality nor uniformity. 

The Saint-Simonians seem to have remained in ignorance of the socialirt theories 
of their contemporaries, the French Fourier and the Engluh Thompson and Owen. 

Fourier’s work only became known to Enfantin after his own economic doctrine had 

been formulated. Saml-Sunon and Hazard appear never to have read him. It is 
probable that Enfantin only became aware of Fourier’s wriUngs after 1829, and when 
he did he interested himself merely in those that dealt with free love and the theory - 
of passions. As Boorgm put it. “If Fourier did anything at all, be has rather hastened 
the decomposition of Saint-Simonism.” (Henry Bourgin, Fourur, p. 419; Paris, 1909.) 

The English socialists are never as much as mentioned. The Ricardian doctrine 
of labour-value, which is the basis of Thompson’s theory and of Owen’s, and later 
Mill of that ef Marx, seems never 10 have become known to them. “Questions of 
value, price, and production, which demand no fundamental knowledge either of 
the composition or the organization of society,” are treated as so many details (It 
Pndattm, Vol. IV, p. 368). Their doctrine is primarily social, containing only 

occasional allusions to political economy. Enfantin is careful to distinguish between 
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the Saint-Simonian treatment is that it is the direct outcome of th 
economic and political revolution which shook France and the vhol 
of Europe towards the end of the eighteenth and the beginning of thi 
nineteenth centuries. The socialism of Saint-Simon is not a vagut 
aspiration for some pristine equality which was largely a creation o; 
the imagination. <Jt is rather the naive repression of juvenile cnfhttu'jOT 
in the presence of the new industrial regime begotten of mechanical 
invention and scientific discovery. x The modern spirit at its best is 
what it would fain reveal. It sought to interpret the generous aspira- 
tions of the new bourgeois class, freed through the instrumentality of 
the Revolution from the tutelage of baron anti priest, and to show how 
the reactionary policy of the Restoration threatened its triumph. Not 
content, however, with confining itsrlf to the intellectual orbit of the 
bourgeoisie, it sought also to define the sphere of the workers in future 
society and to lay down regulations for their benefit. But its appeil 
was chiefly to the more cultured classes - engineers, hankers, artists, 
and savants. It was to these men all of them members of the better 
classes— that the Saint-Simomans preached collectivism and the swp* 
press ion of inheritance as the easiest way of founding a new wclety 
upon the luuis of science and industry Hence the great stir which the 
new ideas caused 

Consequently Saint-Simonism appears to be a somewhat unctpctted 
extension of economic falrrafum rather than a tardy renewal of 
ancient socialistic eoncepti«>ns. 

We must, in fier, distinguish between two currents in Stint- 
' Si.TSorJsm The one represents the doctrine preached by Saint-Simon ^ 
himself, the oilier u that of his disciples, the Saint-Snnonians. S unt* 
S.-mnn'» erred can best tie described as "industrialism" phis a shgM 
adnlature if drulam, and it thus naturally links it self with ecnr-vmic 
Uleralam, of which u u simply an exaggerated development j * 
CLscipin* cietnrse, on the other bin), can only ly desert lav! »s 
ttiissi Eat u n a ccIWtivum logically do I need from two “ 1 ,l " 
e.ji t-ti frfaacipfr* whah have teen rs tended and amplified t 0 * * 
t^'oey of r eocKenac ideas U u the theunes r.f the d.vtples that 
Brt!, jerbj K.*u would be i/a [»;**> Lie to Bidcnuwl li.ete wit'***- 1 * 
kssawicg *jtzicti._3g of Sa.nt-fi,mon's theory V > « shall * n 
!»e it tis ciartruar, £r» t attempting tn show the fiol* tuKvfi 
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though strangely enough, affiliate the socialism of Saint-Simon with 
economic Liberalism. 

I: SAINT-SIMON AND INDUSTRIALISM 
Saint-Simon was a nobleman who led a somewhat dissolute, adven- 
turous life. At the early age of sixteen he took part in the American 
War of Independence. The Revolution witnessed the abandonment 
of his claim to nobility, but by successful speculation in national 
property he was enabled to retrieve his fortune to some extent. Im- 
prisoned as a suspect at Sainte-Pilagie, set free on the 9th Thermidor, 
he attained a certain notoriety as a man of affairs interested chiefly 
in travels and amusements and as a dilettante student of the sciences. 
From the moment of his release he began to regard himself as a kind 
of Messiah. 1 He was profoundly impressed by what seemed to him 
to be the birth of a new society at which he had himself assisted, in 
which the moral and political and even physical conditions of life 
were suddenly tom up by the roots, when ancient beliefs disappeared 
and nothing seemed ready to take their place. He himself was to be 
the evangelist of the new gospel, and with this object in view on the 
4th Messidor, An. VI, he called together the capitalists who were 
already associated with him and, pointing out the great necessity for 
restoring public confidence, proposed the establishment of a gigantic 
bank whose funds might be employed in setting up works of public 
utility— proof or the curious way in which economic and philosophic 
considerations were already linked together in his thoughts.* An ill- 
considered marriage which was hastily broken off, however, was 
followed by a period of much extravagance and great misery. By 
the year >805 to reduced were bis circumstances that he was glad to 
avail himself of the generosity of one of his old tervants. After her 
death he lived partly upon the modest pension provided him by his 
family and partly upon the contributions of a few tradesmen, but he 
was again so miserable that in 1813 he attempted suicide. A banker f 
of the name of OUndc Rodrigues came to the rescue this time and ' 
supplied him with the necessary means of support. He died in 1825, 
surrounded by a number of his disciples who had watched over the 
last moments of his earthly life. During all these years, haunted as he 
was by the need for giving to the new century the doctrine it *0 much 
required, he wa» constantly engaged In publishing brochures, new 

* Qf DiWUi*. /V W»rw it in r fftmt, fuibfutn, Snnl-Sann rt A. 0*1, 

••»* <* K<r»nW»t druiU w«ou (te$tV 
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works, or selections from his earlier publications, sometimes alone and 
sometimes in collaboration with others, 1 in which the same suggestions 
are always revived and the same ideas keep recurring, but in slightly 
different forms. 

, Saint-Simon’s earlier work was an attempt to establish a scientific 
synthesis which might furnish mankind with a system of positive 
morality to take the place of religious dogmas. It was to be a kind of 
‘scientific breviary’ where all phenomena could be deduced from one 
single idea, that of ‘universal gravitation.’ He himself has treated us 
to a full account of this system, which is as deceptive as it is simple, 
and which shorn us his serious limitations as a philosopher whose 
ambition far outran his knowledge. Auguste Comte, one of his 
disciples, attempted a similar task in his Court de Philosophu fotititt 
and in the Politique positive, to that Saint-Simon, who is usually con- 
sidered the father of socialism, finds himself also the lather of positivism. 

From 1814 up to his death in 1825 he partly relinquished his interest 
in philosophy and devoted himself almost exclusively to the exposition 
of his social and political ideas, which are the only ones that interest 
us here. 

Kllis economics might be summed up as an apotheosis of industry, 
using the latter word in the widest sense, much as Smith had employed 
the term as synonymous with labour of all kinds. ^ 

HU leading ideas, contained within the compass of a few striking 
pages, have since become known as “Saint-Simon's Parable” 

“ Let us suppose,” says he, 


that France suddenly loses fifty of her first-class doctors, fij>y “ ri1 ' 
class chemists, fifty first-class physiologists, fifty first-class bankers 
two hundred of her best merchants, six hundred of her forernot 
agriculturists, five hundred of her most capable ironmasters, etc- 
[enumerating the principal industries]. Seeing that these men are 
jts most indispensable producers, makers of its most import 
products, the minute that it loses these the ration will drgrnet ^ 
into a mere soulless body and fall into a state of despicable weaker, 
in the ey es of rival nations, and will remain in this lurmro' 
position so long as the loss remains and their places are vac 
Let us take another supposition. Imagine lh3t France retain* 


* In 181 1 Or U KJ*r[ *miato d t U toivtf twepfxx**, by - - , 
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her men of genius, whether in ihe arts and sciences or in the crafts 
and industries, but has the misfortune to lose on the same day the 
Ung’s brother, the Duke of Angoufome, and all the other members 
of the royal family; all the great officers of the Crown; all ministers 
of State, whether at the head of a department or not; all the Privy 
Councillors; all the roasters of requests; all the marshals, cardinals, 
archbishops, bishops, grand vicars and canons; all prefects and sub- 
prefects; all Goiemment employees; all the judges; and on top of 
that a hundred thousand proprietors— the cream of her nobility. 
Such an overwhelming catastrophe would certainly aggrieve tnc 
French, for they are a kindly-disposed nation. But the loss of a 
hundred and thirty thousand of the best-reputed individuals in the 
State would giro nse to sorrow of a purely sentimental kind. It 
would not cause the community the least inconvenience. 1 

In other words, the official Government is a mere facade. Its 
action is wholly superficial. Society might exist without it and life 
would be none the less happy. But the disappearance of the savants, 
industrial leaders, bankers, and merchants would leave the com- 
munity crippled. The very sources of wealth would dry up, for their 
activities are really fruitful and necessary. They are the true governors 
who wield real power. Such was the parable. 

According to Saint-Simon, little observation is needed to realize 
that the world we live in is based upon industry, and that anything 
besides industry is scarcely worth the attention of thinking people. A 
long process of historical evolution, which according to Saint-Simon 
otnmenced in the twelfth century with the enfranchisement of the 
:ommunes and culminated in the French Revolution, had prepared 
he way for it.’ <At least industry is the one cardinal feature of the 
Present day ]> 

The political concerns of his contemporaries were regarded with 
some measure of despair. The majority of them were engaged either 
in defending or attacking the Charter of 1814. The Liberals were 
simply deceiving themselves, examining old and meaningless formula 
v L'Organiialtur, Pari 1 , 1819. pp 10-20. Thu passage was republished by Olinde 
Rodrigues in 1833 under the title of Uiu Paralolt peliliqu' in a volume of miscellaneous 
writings by Saint-Simon, with the result chat Saint-Simon was prosecuted before the 
Cour d’ Assises. He was acquitted, however 

•’’With the enfranchisement of the communes we shall witness the middle classes 
at last in enjoyment of their liberty, setting up at apolitical power. The essence of chat 
power will consist in freedom from being imposed upon by others without consent. 
Gradually it will become richer and stronger, at the same time growing in political 
importance and improving its social position in every respect, with the mull that 
the other classes, which may be called the theological or feudal classes, will dwindle 
m estimation as well as in cheir resl importance. Whence 1 conclude that the in- 
dustrial classes muse continue to gain ground, and finally to include the whole of 
society. Such teems to be the trend of things — the direction in which we are moving ” 
{Ltllm 4 in Amin raw, (Ears, VoL II, p. 166.) 
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iucIi aj ’the sovereignty of the people,’ ’liberty/ and ‘equality 
conceptions that never had any meaning, 1 but were jbnply meta- 
physical creations of the jurists,* and they ought to have realized that 
this hind of work was perfectly useless now that the feudal regime was 
overthrown. Men in future will have something better to do than to 
defend the Charter against the ‘ultras.’ The parliamentary regime 
may be very necessary, but it is just a passing phase between the 
feudalism of yesterday and the new order of to-morrow.* ^That future 
order is Industrialism — a social organization having only one end in 
view, the further development of industry, the source of all wealth 
and prosperity. > 

-/The new regime implies first of all the abolition of all class distinc- 
f tion. There will be no need for either nobles, bourgeois, or clergy. 

• There will be only two categories, workers and idlers — or the bees and 
the drones, as Saint-Simon puts it. Sometime s he refen to them as 
the national and anti-national party. In the new society the second 
class* is bound to disappear, for there is only room for the first. This 
class includes, besides manual workers,* agriculturists, artisans, manu- 
facturers, bankers, savants, and artists.* Between these persons there 


v/ 1 ‘‘Industry is the basis of liberty. Industry can only expand and grow strong 
with the growth of liberty. Were this doctrine, so old in fact but so. new to many 
people, once fully grasped instead of those fictitious dreams of antiquity, we should 
have heard the last of such sanguinary phrases as ‘equality or death.’" 

Vol. II, pp. a it>-o it.) 

* “Lawyers and metaphysicians are wont to take appearance for reality, the name 
for the thing." (Sysl wdusl , CEiAm, Vof V, p. 12.) _ 

•“Parliamentary government must be regarded as an indispensable step m 
direction of industrialism." (®/rres, Vol III, p. 22.) “It is absolutely necessap'h 
the transition from the essentially arbitrary regime which has existed hitherto 
be replaced by the ideal liberal regime which is bound t( 
by.” ( Ibid , p. s 
4 Writing in I 

“Every One will be obliged to do some work. T. . . 

ability in furthering the interests of humanity is an obligation that rests upon 
shoulders of every one." {(Emu, Vol. I, p. 55.) 

* “I find it essential to give to the term ‘labour’ the widest latitude possible. 11 
civil servant, the scientist, the artist, the manufacturer, and the agriculturist are 
working as certainly as the labourer who tills the ground or the porter who shotu 
hit burden." {Introduction to Trautux icimtif.quts, (Exerts thsdsus, Vol. LP- M ■> 

* The national or industrial party includes the following classes: 

I. All who till the land, as well as any who direct their operations. 

3 . All artisans, manufacturers, and merchants, all carriers by land or by **• 
well as every one whose labour serves directly or indirectly for the produ on 
utilization of commodities; all savants who have consecrated their taj cn o 
study of the positite sciences, all artists and liberal advocates; “the smal " o[o . 
priests who preach a healthy morality, *nd, finally, all citizens who 
either their talents or their means in freeing producers from the unjust P 
exercised over them by idie consumers." ' , the 

“In the anti-national party figure the nobles who labour for the restoration w 


ic into beipg by sod 

is Lettres <Tm HabUml di Ctnht, he uses the following words- 
:. The duty of employing one's perwr* 
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ougVit io be do difference except that which results from their different 
capacities, or what Saint-Simon calls their varying stakes in the 
national interest. “Industrial equality," he writes, “consists in eaehi 
drawing from society benefits exactly proportionate to his share inj 
the State— that is, in proportion to his potential capacity and the use 
which he makes of the means at his disposal — including, of course, his 
Capital." 1 ^jaint-Simon evidently has no desire to rob the capitalists 
of their revenues; hts hostility is reserved for the landed proprietors.^ 
Not only must every social distinction other than that founded upon 
labour and ability disappear, but government in the ordinary sense 
of the term will largely become unnecessary. National association” 
for Saint-Simon merely meant “industrial enterprise^’ “France was 
to be turned into a factory and the nation organized on the model of 
a vast workshop”; but "the task of preventing thefts and of checking 
other disorders in a factory is a matter of quite secondary importance 
and can be discharged by subordinates.’’* In a similar fashion, the 
function of government in industrial society must be limited to ‘ ‘ defend- 
ing workers from the unproductive sluggard and maintaining security 
and freedom for the producer."* 

So far Saint-Simon’s * industrialism' is scarcely distinguishable from 
the ‘Liberalism’ of Smith and his followers, especially J. B. Say’s. 
Charles Comte and Dunoyer, writing in their review, Le Cenmtr, were 
advancing exactly similar doctrines, 4 sometimes even using identical 
"ttjs. “ Plenty of scope for talent” and laissez-faire were some of the 
•ourite maxims of the Liberal bourgeois. Such also were the aspira- 
ns of Saint-Simon. 

But it is just here that the tone changes.* 


regime, all priests who make morality consul of blind obedience to tbe decrees 
Pope or dergy, owners of real estates, noblemen who do nothing, Judges who 
:rctse arbitrary jurisdiction, as well as soldiers who support them — in a word, every 
: who is opposed to the establishment of the system that is most favourable to 
inomy or liberty." (la Parti national, in la Pohtiqut, (Ennis, Vol III, pp. 302-204.) 
’ Sjfsl- indict., (Eutrri, Vnl VI, p. 17, note. 1 Ibid,' Vol. VI, pp. 91-qa. 

• Ibid., Vol. Ill, pp. 35-36. 

1 On this point see Halivy’s article in the Kiout du Jlto u for December 1907, las 
'a jeonomujuti da Saint-Simon, and Allis, article mentioned supra, p 132. 

4 In tbe following passage the opposition is very marked. "One must recognize 
at nearly all Government measures which have presumed to influence social pros- 
rily have simply proved harmful Hence people have come to the conclusion that 
e best way in which a Government can further the well-being of society is by 
thng it alone. But this method of looking at tbe question, however just 11 may seem 
hen we consider it in relation to the present political system, is evidently false when 
b adopted as a genera! principle. Tbe impression will remain, however, until we 
icceed in establishing another political order." (I/Orjonisolnir, fEuvrts, Vol. IV 

Later on the Saint-Sisnonians abandoned this idea and demanded Governmental 
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Atnr-urg th-M Tt*?** J*4» hrcrmc* a hug* fjet nry, tfi* mmt isi 
jvvrtAW t**k th*l *»•*!*« tb* rutnn h {o irvHigurjtP tbr n<*w ijmcu 
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Such will t>r the cuk of the new government, where capacity wifi 
rqilarr power ami direction will take the place of command. 4 Apply- 
ing Itielf to the execution of them? taiki upon which there is complete 
unanimity, inotl of them requiring some degree of deliberation ar.d 
yet prompt netr of action, it will gradually transform the characterof 
politics by concentrating attention upon matters affecting fife or well- 
being— the only things it need ever concern itself with.* 

fn order to make his meaning clearer, Saint-Simon proposes to con- 
fine the executive power to a Chamber of Deputies recruited from the 
representatives of commerce, industry, manufacture, and agriculture- 
These would be charged with the final acceptance or refusal of the 
legislative proposals submitted to them by the other two Chambers, 
composed exclusively of savants, artists, and engineers. The sole cwl ' 


control of *11 social rotations. “F*r from admitting that the direcuve eon 
Government in will matters ought to be restricted, we believe that itoyg ■ 
extended until it includes every kind of social activity. Moreover, wc 
should always be exercised, for society to us seems a veritable hierarchy. ( 
dr Saint-Simon, Exposition, Deaxtbns Ant/t, p. 108, Pam, 1830 ) 

1 " Under the old regime men were considered inferior to things,” acroroing • 
brochure entitled Dei Bourbons <r its Stuarts (182*; (Earns eheisus, W- **» 

“The object of the new system will be to extend man’s hold over things. ' ’ 

Vol. IV.p. 81) “ In the present state of education what the nation wants u no 
government, but more cheap administration.” (SjsL indust., Onft '* ala’,,™* 
Engels, in his book written in reply to Eugen Dohring, makes use of identical ^ 
in speaking of the socialist regime. “When the administration or ^ 

direction of the processes of production take the place Df the governing pe 
State will not merely be abolished: it will be dead.” {PhiUsofSu, Eumomts pou 
Socialisms, French translation by Lasline. p. jtG; Paris, 13s >■) 

* Lsttres i un AmMcaia, (Earns, Vol. II, p. 189 

* Da Bourbons tt des Stuarts, (Earns thoisus, Vol. II, PP- 437 - 43°- 

4 V Orgamsalrur, CEuerss thmsits, Vol. IV, pp. 86 and 150-151. 

* Lsttrss i un Amtrieain, (Earns, VoL II, p. t88. 


33! 


*A.lNT*m«ON AND INDUSTRIALISM 
cem of all legislation would, of course, be the development of the 
country’s material wealth. 1 

An economic rather than a political form of government, adminis- 
tering things instead of governing men, with a society modelled on the 
workshop and a nation transformed into a productive association 
having as its one object “the increase of positive utility by means of 
peaceful industry” ‘—such are the ruling conceptions which distinguish 
Saint-Simon from the Liberals and serve to bring him into the ranks 
of the socialists. <^lis central idea will be enthusiastically welcomed by 
the Marxian collectivists, and Engels speaks of it as the most important 
doctrine which its author ever propounded.^) Proudhon accepts it, 
and as a practical ideal proposes the absorption of government and 
its total extinction in economic organization. The same idea occurs in 
Mcnger’s Jfetu Slaatslthrt,* and in Sorel’i writings, where he speaks of 
“reorganizing society on the model of a factory.”* 

<Jt is this novel conception of government that most clearly dis- 
tinguishes Saint-Simon's industrialism from economic Liberalism.* > 
But, despite the fact that he gave to socialism one of its most fruit- 
ful conceptions, we hardly know whether to class Saint-Simon as a 
socialist or not, especially if we consider that<lhe essence of socialism 
consists in the abolition of private property> It is true that in one 

i This is not the only plan of government proposed by Saint-Simon, although It 
u the one meat characteristic of him. It is to be found in L' Orzontsatrvr immediately 
after the Parable. We have to remember that Saint-Simon was very hostile to a 
Government or savants. Power was to be placed in the hands of the industrial leaders 
— the savants were simply to advise. ''Should we ever have the misfortune to establish 
a political order in which adminutrauon was entrusted to savant) we should toon 
witness the corruption of the scientists, who would readily adopt the vices of the clergy 
and become astute, despotic quibble™. ’’ irufust., (Elans, Vol V, p 161.) 

* Hid., VoL VI, p. 96. 

* F. Engels, Hems Eugm Du Arum Umwilotug it r IVusnutfio/l, 4th td., p 177. 
French translation. Pans, 191 r, p. 334 The whole of this chapter in Engels's book 
is from the pen of Karl Marx. 

* French translation under the title Vital socialist!, Paris, tgo6. 

* Thu is the full teat 1 "The object of socialism is to set up a new system of society 
based upon the workshop as a model. The rights of the society will be the customary 
rights of the factory Not only will socialism stand to benefit by the existence of the 
industrial system which has been built up by capital and science upon the basis of 
technical development, but it will gain even more from that spirit of cooperation 
which has long been a feature of factory life, drawing out the best energy and the 
best skill of the workman." Earlier in the tame volume he writes: "Everything will 
proceed in aa orderly, economical fashion, just like a factory.” (G. Sorel, Lt Sjrds- 
calutne e/mlutiMmn-.rs, in Lt Afouwmrat socialist*. November j and 15, 1505 ) 

‘ Saint-Simon often quotes Say and Smith with distinct approval. But he charges 
Say with the separation of politics from economics instead of merging the former in 
the latter, and with inability to realize to the full extent what be “dimly saw, as ft 

wets, m *phe,of hntaetf, namely, that political economy is the one true foundation t>\ 

politics " ( \Ltttru i 101 Am/ncain, CEutnu Vol. II, p. t8j ) 
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celebrated passage he speaks of the transformation of private property. 
But it is quite an isolated exception. Capital as well as labour, h 
thought, was entitled to remuneration. The one as well as the othe 
involved some social outlay. He would probably have been quite 
content with a purely governmental reform. 


Saint-Simon h classed among the socialists for two reasons: (i) the interest he 
takes in the condition of the poor, (*) his opinions concerning the necessity for reform- 
ing the institution of private property. But none of the texts that are generally quoted 
seem to have the significance that is occasionally given them. With regard to the first 
point, a celebrated passage from the A'aureau Chnstutnumt is the One usually quoted' 
"Society should be organised in such a fashion as to secure the greatest advantage 
for the greatest number. The object of all its labours and activities should be the 
promptest, completes! amelioration possible of the moral and physical condition of 
the most numerous class " {(Earns, VoJ, VII, pp it>3~iog ) Already id his Sjutbru 
industrial Saint-Simon had said that the direct object which he had in view was to 
better tbe lot of that class that had no other means of existence than the labour of Its 
own right arm. {Ibid , VoL VI, p. 8l.) But is this not jiut the old Benthamite formula 
—-the greatest good of the greatest number? Besides, how does Sauit-Simbn propree 
to secure all thu? -By giving the workers more power? TVot at all. *• The problem of 
social organization must be solved for the people. The people themselves are passive 
and listless and must be discounted in any consideration of the question. The best 
way is to entrust public administration to the care or the industrial chiefs, who wall 
always directly attempt to gtve the widest possible scope to their undertakings, with 
the result that their efforts in this direction will lead to the maximum expansions 
the amount of work executed by the mass of the people.” (Ibid , Vol. VI, pp- 8*-8j 1 
A Liberal economist would hardly have expressed it otherwise. 

As to the question of private property, Saint-Simon certainly regarded its tesmj 
formation as at least possible. This is Ken in a number of passages. *' Property should 
be reconstituted and established upon a foundation that might prove more foiwr- 
able for production,” says he in V OrgamsaUur (Ibid, Vol IV, p. 59) Elsewhere, w 
a letter written to the editor of the Journal g/n/ral dt la Frarut, he mention* the jar 
that he u occupied with the development of the following ideas: (l) That the » 
establishing the right of private property is the most important of all, seeing that it » 
the basis of our social edifice; (1) the institution of private property 

itirutrd in such a fashion that the possessore may be 11 ‘ ‘ ' 


imulated to make the best 


possible use of it. (fiid.Vol III, pp. 43-44 ) In his Lrttus i «■> dm/ricamhe gives 


the following rfsumf of the principles which underlie the work of J. B. Say (»" 
dental proof of his attachment to the Liberal economists) : “The production 0 °* 
objects is the only positive, reasonable aim which political societies Can P ropa ? n 
themselves, and consequently the principle or respect for production and p 
is a much more fruitful one than the other principle of respeel for property ' 
proprietors-’ 1 ( Ibid VoL II, pp. 186-187.) But all that this seems to in toi nopo 
is that the utility of property constitutes its legality and that it should be o rg» 
with a view to social utility. Admitting that he did conceive of the n ^ f ’*V’L QI0 ] 
reform of property, it doe* not appear that he intended this 10 mean ai»5dhu*g , 
a reform of landed property. We have already seen how he regarded eapi . 
kind of social outlay which demanded remuneration. “The following 
etoqueni testimony to his respect for movable property! “Wraith, general!/ K . ^ 
affords a proof of the raauiufarturrrs' ability even where that wealth tsoesi 
inherited fortune, whereas in the other classes of society it Is apparently ^1 

that the richer are inferior in capacity to those who have received Ires Bcmm* 

have a smaller fortune. This si a truth that must play an important part m F— 
politics. “ (Sjnt. imiust . Case, Vol. V, p. 49, note.) 
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It would not be difficult, however, to take the ideal of industrialism 
as outlined by Saint-Simon as the basis of a demand for a much more 
radical reform and a much more violent attack upon society. Such 
was the task which the Saint-Simonians took upon themselves, and 
our task now is to show how collectivism was gradually evolved out of 
industrialism, c/ */* 

II: THE SAINT-SIMONIANS AND THEIR CRITICISM OF 
PRIVATE PROPERTY 

Saint-Simon’s works were scarcely ever read. His influence was 
essentially personal, and the task of spreading a knowledge of his ideas 
devolved upon a number of talented disciples whom he had succeeded 
in gathering round him. Augustin Thierry, who was his secretary 
from 1814 to 1817, became his adopted son. Auguste Comte, who 
occupied a similar post, was a collaborator in all his publications 
between 1817 and 1824. Olindc Rodrigues and his brother Eugine 
were both among his earliest disciples. Enfantin, an old student of the 
Polytechnic, and Bazaid, an old Catbonaro who had grown weary of 
political experiments, were also of the number. Soon after the death 
of Saint-Simon his following founded a journal called Lt Producteuf 
with a view to popularizing his ideas. Most of the articles on economics 
were contributed by Enfantin. The paper lasted only for one year, 
although the number of converts to the new doctrine was rapidly in- 
creasing. All of them were persuaded that Saint-Simon’s ideas fur- 
nished the basis d a really modern faith which would at once supplant 
both decadent Catholicism and political Liberalism, the latter of 
which, in their opinion, was a purely negative doctrine. 

In order to strengthen the intellectual ties which already united 
them, this band of enthusiasts set up among themselves a sort of 
hierarchy having at its summit a kind of college or institution com- 
posed of the more representative members of the group, upon whom 
the title “fathers” was bestowed. The next lower gTade was composed 
of “sons,” who were to regard one another as “brothers.” It was in 
lflaB, under the influence of Eugine Rodrigues, that the Saint- 
Simonians assumed this character of an organized sect. About the 
same time Hazard, one of their number, was giving an exposition of the 
creed in a series of popular lectures. These lectures, delivered during 
the years 1828-30, and listened to by many men who were afterwards 
to play an important part in the history of France, such as Ferdinand 
de Lessqis, A. Carrel, H. Carnot, the brothers P^reire, and Michel 
Chevalier, were published in two volumes under the title Exposition 


9Jf lAlNT-UHOX At»t> TM* * .* f .v T-l I UOHt A XI 

Jt la P tetri’* Jr S'riilSirv’t. The second volume it more particular! 
concerned vritli philosophy and ethics. The first includes the socu 
doctrine of the school, and according to Mender loam one of the mot 
Important reposition* of modern aoclalijm. 1 

Unfortunately, under the Influence of Enfantin the philosophic* 
anti mystical dement gained the tipper hand and led to the downfall 
of the school. 

The Saint-Simoniam considered that it was hot enough to tale 
modern humanity into it* confidence and reveal to it its social destiny. 
It must lie taught to love and desire that destiny with all the ardour 
of romantic youth. For the accomplishment of this end there must 
exist a unity of action and thought such as a common religious con* 
viction alone can confer. And so S.iint-Simoniim became a religion, * 
cult with n moral code of its own, with meeting* organized and churches 
founded in different parts of the country , and with apostles ready to 
carry' the good tiding* to distant lands. A striking phenomenon surely, 
and worthy the fullest study. It was a genuine bunt of religious en- 
thusiasm among men opposed to established religion but possessed of 
fine scientific culture — the majority of whom, however, as it turned 
out, svere better equipped for business than for the propagation of* 
new gospel. 

Enfantin and Hazard were to be the popes of this new Catholicism. 
But Hazard soon retired and Enfantin became “supreme Father.", He 
withdrew, with forty of the disciples, into a house at M6nilmontant, 
where they lived a kind of conventual life from April to December 1831. 
Meanwhile the other propagandists were as active as ever, the work 
being now carried on in the columns of Le Globe, which became the 
property iSf the school in July 1831. This strange experiment was cut 
short by judicial proceedings, which resulted in a year's imprisonment 
for Enfantin, Duverger, and Michel Chevalier, all of whom were foim 
guilty of forming an illegal association. This was the signal for 
persion. 

The last phase was the most extravagant in the whole history of e 
school, and naturally it was ihe phase that attracted most attention. 
The simple social doctrine of Saint-Simon was overwhelmed by 
new religion of the Saint-Simonians, much as the Positivist religion 0. 


1 The exact title u Doctrvu de Saint-Simon, Exposition, P, count Ann/e, 
quotations are taken from the second edition (Paris, 1830). One oug • o .j 
tn addiu'on to these, the aructes contributed by Enfantin to Le Gloie and re? 
under the title of Eeonomio politique tl Politique, in one volume (2nd ed, ,#3 | £y eJ| 
none of these articles is as interesting as the Doctrine, and they only n 0 f (he 

already discussed by Enfantin in his articles in Lt pniuctcvr . A new ecu 
Doctrine war published in 1924 by Riviere, edited by Bougli and Ehe Ilaievy. 
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a while succeeded in eclipsing the Positive philosophy. Our concern, 
of course, is chiefly with the social doctrine as expounded in the first 
volume of the Exposition. That doctrine is sufficiently new to be 
regarded as an original development and not merely as a risum6 of 
Saint-Simon’s ideas. Both Bazard and Enfantin had some hand in it. 
But it is almost certain that it was the latter who supplied the economic 
ideas, 1 and that to the formation of those ideas Sismondi’s work con- 
tributed not a little. The work is quite as remarkable for the vigorous 
logical presentation of the doctrine as it is for the originality of its 
ideas. The oblivion into which it has fallen is not easily explicable, 
especially if we compare it with the many mediocre productions that 
have somehow managed to survive. There are not wanting signs of a 
revived interest in the doctrines, and for our own part we are inclined 
to give them a very high place among the economic writings of the 
century. 

The Docl/tne do Saint-Simon resolves itself into an elaborate criticism 
of private property. 

< The criticism is dire c ted from two points of view — that of dutribu- , 
tion and t hat of the production of wealth, that of justice and that or 
utility A The attack, is carried on from both sides at once, and most of 
the arguments used during the course of the century are here hurled 
indiscriminately against the institution of private property. The doc- 
trines of Saint-Simon contributed not a little to the success of the 
campaign. 

(a) Saint-Simon had already emphasized the impossibility of workers 
and idlers coexisting in the new society. Industrialism could 1 hold out 
no promise for the second class. Ability and labour only had any claim 
to remuneration. By some peculiar misconception, however, Saint- 
Simon had regarded capital as involving some degree of personal 
sacrifice which entitled it to special remuneration. It was here that 
the Saint-Simonians intervened. Was it not perfectly obvious that 

* Despite the fact 4»l the oral exposition of the doctrine waa the work of Buaid 
and was prepared for the press by his disciples — Hippelyte Carnot among others — 
tnoat of the economic ideas contained in it most be attributed to Enfantin. EnTarnxn 
also was responsible for the majority of the economic articles that appeared in Id 
fVaduclevr, Rot the doctrine set forth in Ls rrsdurleur differs considerably from that 
expounded in Ihe Exfoiitun. Interest and rent are subjected to severe criticism at 
tributes paid to idleness by industry Inheritance, on the other hand, though treated 
with Kant sympathy, is rot condemned. A lowering of the rate of interest would, 
Enfantin thinks, help to enfranchise the worVets, and a sound credit system would 
solve the greatest of modem problems — that is, it would reconcile workers and idlers, 
“ whose interests will never again be confused with the general interest, inasmuch as 
the possession of the fruits of past labour will no longer constitute a claim to the 
enjoyment of the benefits of labour in the present or future.” (t» /Wuflrar, VoL H, 
p Ilf) Tliese ideas are more fully developed in Ihe £rpenA** 
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private property in capital was the worst of all privileges? The Revolu- 
tion had swept away caste distinctions and suppressed the right of 
primogeniture, which tended to perpetuate inequality among raera- 
ben’oTthe same family, but had foiled to touch individual property 
and its privilege of “laying a toll upon the industry of others.” This 
right of levying a tax is the fundamental idea in all their definitions of 
private property. 1 {Property, according to the generally accepted 
meaning of the term to-day, consists of wealth which is not destined to 
be immediately consumed, but which entitles its owner to a revenue.^) 
Within this category are included the two agents of production, land 
and capital. These are primarily instruments of production, whatever 
else they may be. Property-owners and capitalists — two classes that 
need not be distinguished for our present purpose — have the control 
of these instruments. Their function is to distribute them among the 
workers. The distribution takes place through a series of operations 
which give rise to the economic phenomena of interest and rent. 
Consequently the worker, because of this concentration of property 
in the hands of a few individuals, is forced to share the fnu’b of hi 
Labour. Such an obligation is nothing short of the exploitation of 
man by another,* an exploitation all the more odious because 
privileges are carefully preserved for one section of the commun 
Thanks to the laws of inheritance, exploiter and exploited never se 


to change places. 

To the retort that proprietors and capitalists are not necesMi 
idle— that many of them, in fact, work hard in order to increase Ift 
incomes — the Saint-Simonians reply that all this is beside the p» 
A certain portion of the income may possibly result from per*!' 
effort, but whatever they receive either as capitalists or proprie 
can obviously only come from the labour of others, and that c tar y 
exploitation. _ , , . 

It is not the first tune we have encountered this word exp <* * 
We are reminded of the foct that Sumondi made use of it. . 
same term will again meet us in the writings of Marx a ® . 
None of them, however, uses it in quite the same sense, and it H 
be useful to distinguish here between the various meanings or 
which plays such an important role in socialist literature a 


leads to so much confusion. _ , , „ . 

Sumondi, we know, regarded interest as the legitimate u* 
capital, but at the same time admitted that the rt 


exploited. 


• IU.p. I'/’- 
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Such exploitation, he thought, took place whenever the wages were 
barely sufficient to keep the wage-earner alive, although at the same 
time the roaster might be living in luxurious ease. In other words, 
there is exploitation whenever the worker gets less than a ‘just* wage. 

It is merely a temporary defect and not an ineradicable disease of the 
economic system. It certainly does occur occasionally, although there 
is no reason why it ever should, and it may be removed without bring- 
ing the whole system to ruin. Conceived of in this vague fashion, what 
is known as exploitation is as difficult to define as the ‘just price’ 
itself. It appears under several aspects, and is by no means peculiar 
to the master-servant relation. An individual is exploited whenever 
advantage is taken of his ignorance or timidity, his weakness or isola- 
tion, to force him to part with his goods or his services at less than the 
'just price’ or to pay more for the goods or services of others than they 
are really worth. 

The Satnt-Simonians, on the other hand, considered that exploita- 
tion was an organic defect of our social order. It is inherent in private 
property, of which it is an invariable concomitant. It is not simply an 
incidental abuse, but the most characteristic trait of the whole system, 
for the fundamental attribute of all property is just this right to enjoy 
the fruits of labour without having to undergo the irksome task of 
producing. Such exploitation is not confined to manual labourers; it 
applies to every one who has to pay a tribute to the proprietor. The 
entrepreneur, in his turn, becomes a victim because of the interest which 
he pays to the capitalist, who supplies him with the funds which he 
needs. 1 

The entrepreneur ’s profit, on the other hand, is not the result of 
exploitation. It represents payment for the work of direction. The 
master may doubtless abuse his position and reduce the wages of the 
workers excessively. The Saint-Simonians would then agree with 
Sismondi in calling this exploitation. But this is not a necessity of the 
system. \£nd the Saint-Simonians look forward to a future state of 
society in which exceptional capacity will always be able to enjoy 
exceptional reward *VThis is one of the most interesting elements in 
their theory. 

1 "The man of workers ere to-day exploited by those people whose property they 
Captain* of industry In their dealings with proprietors hare to submit to » 
similar kind of treatment, only to a much less degree. But they occasionally shirt in 
the privilege of the exploiters, for the full burden of exploitation falls upon the working 
classes— that Is, upon iht vast majority of mankind." (Dwlrmr it Srml-Sirawi, p. 176) 

1 " tl fa our belief that profits diminish while wages inertase; but the term ‘wages’ 
*a we use It includes the profils that accrue to the rtttrtfvnmr, whose earnings we 
rtgsid ai the price x>f hi* labour.” (Lr IWalnrr, Vol. I, p. *45. The article is by 
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Marx conceives of exploitation as an organic vice inherent in 
capitalism. But with him the term has quite a different connotation 
from that given it by the Saint-Simonians. Following the lead of 
certain English socialists. Mane comes to the conclusion that the origin 
of exploitation must be sought in the present nlethod of exchanging 
wealth. Labour, in his opinion, is the source of all value, and conse- 
quently interest and profit must be of the nature of theft. The entre 
prtrmir ' s revenue is quite as unjust as the capitalist’s or landlord’s. 1 

This last theory, with its wholesale condemnation of income of 
every kind save the worker’s wage, seems much more logical than any 
of the others. But as a matter of fact it is much more open to criticism. 
If it can be demonstrated that the value of products is not the mere 
result of manual labour, then Marx’s idea falls to the ground. The 
Saint-Simonians were never embarrassed by any theory of value. 
Their whole contention rests upon the distinction between the ino 
which is got from labour and the revenue which is derived £ 
capital, which every one can appreciate. It was a distinction w! 
had already been emphasized by Sismondi, and no conclusion ol 
than the illegitimacy of all revenue not derived from labour can 
drawn from the premises thus stated. Some basis other than lab 
must be discovered if this revenue is ever to be justified, and a t 
defence of private property must somehow be attempted. 

The exigencies of production itself may supply such justincat* 
Private property and the special kind of revenue which is den' 
from its possession justifies itself, in the opinion of a growing num 
of economists, on account of the stimulus it affords to production a 
the accumulation of wealth. This seems the most advantageous we ^ 
of defence, and it is one of the grounds chosen by the physiocrats. 

But the Saint-Simonians from the very first set this argument asi 
and attacked the institution of private property in the In teres 
social utility no less than in the interest of justice. Production as w 
as distribution, in their opinion, demanded its extinction. 


i of the word "nploiui** 1 


Samoodi, the 5 ainl- 5 i/noruans, tad Mar* respectively u _ tj , 

(■) Samoodi thinks that the worker is exploited whenever be » >“* P 
sufficient to enable him to lead a decent existence. Unearned income r 


legitimate, however. _ , „ - m/1 

(2) Exploitation exists, in the opinion of the Saint-Simonians, , 

the mstriui produce raised by labour is devoted lo the retnuners 
through the operation of ordinary social Csctoo. . U>•' u, 

(31 Marx .peeks of exploitanon whenever a port*- ^ 

devoted to the remuneration of capital either through the n«i«« «* 
turns or the operation of the lews of exchange 

* See p. SJ. 



CRITICISM OF PRIVATE PROPERTY 


329 


(i) This brings us to the second point, which Saint-Simon did little 
more than suggest, namely, whether the institution of private property 
as at present existing is in the best interests of producers. The Saint- 
Simoniana hold that it dearly is not, so long as the present method of 
distributing the instruments of production continues. > At the present 
moment capital is transmitted in accordance with the laws of inheri- 
tance. Individuals chosen by the aeddent of birth are its depositors, 
and they are charged with the most difficult of all tasks, namely, the 
best utilization of the agents of production. Social interest demands 
that they should be placed in more capable hands and distributed in 
those places and among those industries in which the need for those 
particular instruments is most keenly felt, without any fear of a scarcity 
m one place or a glut in another. 1 <. To-day it is a blind chance that 
picks out the men destined to carry out tills infinitely difficult task. 
And all the efforts of the Saint-Simonians arc concentrated just on this 
one point— inheritance.) 

Their indignation is easily explained. There is certainly something 
paradoxical in the fact to which they draw attention. If wc accept 
Smith’s view, that government “is in reality instituted for the defence 
of those who have some property against those who have none at ali” 
— a very narrow conception of the function of government* — inheri- 
tance b simply inevitable. On the other hand, if we put ourselves at 
the point of view of the Saint-Simonians, who lived in an industrial 
society where wealth was regarded, not as an end, but as a means, not 
merely as a source of individual income, but as the instrument of 
social production, it seems utterly wrong that it should be left at the 
disposal of the first comer. The practice of inheritance can only be 
justified on the ground that it provides a stimulus to the further 
accumulation of wealth, or that in default of a truly rational system 
the chances of birth are not much more open to criticism than any 
other. 

Such scepticism wai little to the taste of the Saint-Simonians. But 
they were firmly convinced that all the disorders of production, 
whether apparent or real, were due to the dispersion of property 
according to the chances of life and death. 

Each individual devotes all hb attention to his own immediate 
dependants. No general view of production is ever taken. There is 
no discernment and no exerebc of foresight. Capital is wanting here 
and excessive there. This want of a broad view of the needs of 
consumers and of the resources of production b the cause of those 
industrial crises whose origin has given rise to so much fruitless 

• Dmtrim, p. 191 . * See p. 9J. note. 
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speculation and so many errors which are still circulating in our 
midst. In this important branch of social activity, where so much 
disturbance and such frequent disorder manifests itself, we see the 
evil result of allowing the distribution of the instruments of produc- 
tion to be in the hands of isolated individuals who are at once 
ignorant of the demands of industry, of other men’s needs, and of 
the means that would satisfy them. This and nothing else is the 
cause of the evil. 1 

Escape from such economic anarchy, which has been so frequently 
described, can only become possible through collectivism — at least, so 
the Saint-Simonians thought.* The State is to become the sole inheri- 
tor of all iorms of wealth. Once in possession of the instruments of 
production, it can distribute them in the way it thinks best for the 
general interest. Government is conceived on the model of a great 
central bank where all the wealth of the country will be deposited and 
again distributed through its numerous branches. The uttermost ends 
of the kingdom will be made fertile, and the necessaries of life will he 
supplied to all who dwell therein. The best of the citizens will be put 
to work at tasks that will call forth their utmost efforts, and their paj 
will be as their toil. This social institution would be inrated with al 
the powers which are so blindly wielded by individuals at the present 
moment.* 

We need not insist too much on this project or press for further 
details, which the Saint-Simonians would have some difficulty u> 
supplying. 

Who, for example, is to undertake the formidable task of judging 
the capacity of the workmen or of paying for their work? They are 
to be the “generals” — the superiors who are to be set free from e 


1 D<Ktrine, pp. 1 91-193. Axtnae 

* The Saint-Simonians never make use of the term, but they describe the 
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ammels of specialization and whose instinctive feelings will naturally 
rge them to think only of the general interest. The chief will be he 
-ho shows the greatest concern about the social destiny of the com- 
junity. 1 It is not very reassuring, especially when we remember that 
yen with the greatest men there is occasionally a regrettable confusion 
f general and private interests. 

But admitting the incomparable superiority of the “generals,” what 
f obeying them? Will the inferiors take kindly to submission or will 
hey have to be forced to it? The first alternative was the one which 
hey seemed to favour, for the new religion, “Saint-Simonism," would 
ilways be at hand to inspire devotion and to deepen the respect of the 
nferiors for their betters * One is tempted to ask what would become 
jf the heretics if ever there happened to be any. 

Further criticism of this kind can serve no useful purpose, and it 
applies to every collective system, differing only in matters of detail 
Whenever it is proposed to set up an elaborate plan of economic 
activity, directed and controlled by some central authority, with a 
view to supplanting the present system of individual initiative and social 
spontaneity, we arc met at the threshold with the difficulty of setting up 
a new code of morality. Instead of the human heart with its many 
mixed motives, its insubordination and weaknesses, in place of the 
human mind with all its failings, ignorance, and error, are to be substi- 
tuted a heart and mind altogether ideal, which only serve to remind 
us how far removed they are from anything we have ever known. The 
Saim-Sirnonians recognized that a change so fundamental could only 
be accomplished through the instrumentality of religion. In doing this 
they have shown an amount of foresight which is rare among the 
critics who treat their ideas with such disdain. 

(it is more important that we should insist upon another fact, 
namely, that the Saint-Simonian system is the prototype of all the 
collectivist schemes that were proposed in the course of the century.^ 
The whole scheme is very carefully thought out, and rests upon that 
prnctrative criticism of private property which differentiates it from 
Other social Utopias. '-The onty equality which the Saint-Simontans 
demanded was what Wc call equality of opportunity — an equal 

p. gto, note. Dae* here (p 330): “We mre very of every political 
principle that doer no! aim directly al putting the destiny of tl* people in the hand, 
of the moat able and Urvoied among them." 

"We come back with real joy to thu great virtue, *0 frequent] > misconceived, not 
V> %»y misrepresented, at the present urnc— that virtue which u so easy and ,0 dclight- 
fuUn persona who have a common aim which they want to anno, i>ut winch a so 
painful revesting when Combined with egoutn This virtue of obedience is one 
«o which our tlioughts mum ever with love." </M, p, 330.) 
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chance and the same starting-point for every one^Bcyond that there 
is to be inequality in the interests of social production itself To each 
according to his capacity, and to every capacity according to the work 
which it has accomplished— such is the rule of the new society. 1 

An interesting rdsumd of the Saint-Simonians’ programme, given 
in a series of striking formula which they addressed to the President 
of the Chamber of Deputies,* is worth quoting: 


The Saint-Simonians do not advocate community of goods, for 
, such community would be a manifest violation of the first moral law, 
which they have always been anxious to uphold, and which demands 
that in future every one shall occupy a situation becoming hi* 
capacity and be paid according to his labour. 

In view of this law they demand the abolition of all privileges of 
birth without a single exception, together with the complete extinc- 
tion of the right of inheritance, which is to-day the greatest of all 
privileges and includes every other. The sole elTect of this system 
is to leave the distribution of social advantages to a chance few who 
are able to lay some pretence to it, and to condemn the numerically 
superior class to deprivation, ignorance, and misery. 

They asfc that all the instruments of production, all hmb ana 
capital, the funds now divided among individual proprietors, should 
be pooled so as to form one central social fund, which shall be «“• 
ployed by associations of persons hierarchically arranged so that 
each one’s task shall be an expression of his capacity and 1 ms 
a measure of his labour. 

vThe Saint-Simonians are opposed to the institution of pnvate 
property simply because it inculcates habits of idleness and foster* 
a practice of living upon the labour of others. 


(t) Critics of private property, generally speaking, are not 
with its condemnation merely from the point of view either “d* 
bution or production. They almost invariably employ a third met 
of attack, which might be called the historical argument. The argu 
ment generally takes the form of a demonstration of the pathwhic 
the gradual evolution of the institution of private property has hi c 
followed, coupled with an attempt to show that its further transform 3 
tion along the lines which they advocate is simply the logical outcom^ 
of that process. The argument has not been neglected by the 
Simonians. _ . • . 

The history of this kind of demonstration is exceedingly > ntfrw " * 

* The formula id the third edition of the DoctfiM 
t t’ruru there, “ought to be endowed a< 


u „le different. “Earl 1 *^' 

i, merit, end reward'd 


capital— fa , to the iratrumenti of labour — while the derond refers — 
cornea. The word ‘daned' was .ubatituted for 'endowed’ in the ttcooti to 
* PubUihed at an tppmdlx to the ter cod edition of 


»>■ 

‘ibrfriw it *«**"•*' 
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d the role it has played in literature other than that of a socialist 
mplexion is of considerable importance. Reformers of every type, 
tether the immediate objective be a transformation of private 
•operty or not, invariably base their appeals upon a philosophy of 
smry. 

tjvlarx’s system is really a philosophy of history in which communism 
set forth as the necessary consummation of all industrial evolution.) 
lany modem socialists, although rejecting the Marxian socialism, 
ill appeal to history. M. Vandcrvelde builds his faith upon it. 1 So 
o Mr and Mrs Sidney Webb and all the Fabian Socialists. Dupont- 
Wute's State Socialism is inspired by similar ideas, and so is the 
xaalism of M. Wagner. Friedrich List has a way of his own with 
istory; and the earliest ambition of the Historical school was to trans- 
arm political economy into a kind of philosophy of history. If wc 
urn to the realm of philosophy itself we find somewhat similar con- 
:eptions — the best-known, perhaps, being Comte’s theory of the three 
states, which was borrowed directly from Saint-Simon.* 

This is not the place to discuss historical parallels. The point will 
:ome up in a later chapter in connexion with the Historical school. 
What we would rematk here is the good use which the Saint-Simonians 
made of the argument-^All the past history of property was patiently 
ransacked, and the arguments of other writers who have extolled the 
merits of collectivism were thus effectually forestalled. 

“The general opinion seems to be,” says the Doctrine de Saint-Simon, 1 

that whatever revolutions may take place in society, this institution 
of private property must for ever remain sacred and inviolable; it 
alone is from eternity unto eternity. In reality nothing could be 
less correct. Property is a social fact which, along with other social 
facts, must submit to the laws of progress. Accordingly it may be 
extended, curtailed, or regulated in various ways at different times 
This principle, once it was formulated, has never failed in winning the 
allegiance of every reformer. Forty years later the Belgian economist 
1 In his small volume Lt Colleetuime (Baris, 1900). 

* Uttr* has dispuied Comte's indebtedness 10 Saint-Simon in his Augvti Comte 11 
U I'tnUivtrv. Saint-Simon, however, in hu preface to SrttMe injustnel remarks that 
•n political millets the jurists form a connecting link between feudal government on 
the one hand and industrial government on the other, just as the metaphysicians are 
Intermediate between the theological and the scientific regimes In a note which he 
addt he states lua position still mote clearly '(Funis, VcL V, p. 9). Jt a true that 
the Snthne Mu.<tnrl dates from 1811, and u consequently subsequent to the beginning 
of the friendly relations between Comte and Saint-Simon. But textual evidence, 
however prmsr, earmot decide the question el the reciprocal influence which these 
twoMesuahi exercised upon one another. A similar idea had already (bund expression 
In Turgot's work. 


9 .1! SAIWT*1IKf)K A»r> Tltr SAIMT-1 IMOMIANJ 

Lavrtryr, who hit piuluMy mad*" th** mott thoroughly scientific itody 
of llie qtioiijon. turr I almost Identical words In summing up his inquiry 
Into the principal forms of properly.* 

I1»e S.iini-Sirnnni.tnt frrl confident that a glance at the process of 
ihU evolution it enough to convince anyone that it mmt have Mowed 
the lines which they have indicated. The conception of property wai 
nt firtt hro.ul enough to include men within iu connotation. But the 
right of a master ovrr hit slaves gradually underwent a transfontu- 
tion which restricted its exercise, am! finally cauvd its disappearance 
altogether. Krdurrd to the right of owning things, this right of 
possession was at first transmissible simply according to the proprietor') 
will. But the legislature intervened long ago, and the eldest son is 
now the sole inheritor. The French Revolution enforced equal distn- 
butinn of property between all children, and so spread out the benefits 
which the possession of the instruments of production confers. To-day 
the downward trend of the rate of interest is slowly reducing the 
advantages possessed by the owners of property, and goes a long way 
towards securing to each worker a growing share of his prodc* 
There remains one last step which the Saint-Simoruans advoc 
which would secure to all workers an equal right to the employ® 
of the instruments of production. This reform would consist in ® 3 ^ 
everybody a proprietor, but the State the sole inheritor. “The 1 
of progress as we have outlined it would tend to establish an ordet 
things in which the State, and not the family, would inherit all accun 
lated wealth and every other form of w hat economists call the nu 
of production." 3 

These facts might be employed to support a conclusion of an entm 
different character. That equality of inheritance which was presets 
rather than created by the French Revolution might be la ^ c " ^ 
proof that modern societies are tending to multiply the num 
individual proprietors by dividing the land between on increasu 
number of its citizens. But such discussion does not belong to a wo 


1 "Another mistake that is also very general is to speak of property • 
institution with a fixed, unchangeable form, while as a matter of act 
various aspects and is still capable of further modification as yet ut> 
(Laveleye, Dt la FropnlU el de ses Farms pnmifttvr, ttt ed , 1874, p. 3°'d 
in a letter addressed to Laveleye on November 17, 1 872, congratula 


38s.) Stuart 


h.) 

* Note this argument, which has so frequently been cm pic, - - ^o, *j 

mists, and which we shall come across in Bastiat’s work. The oain 
constantly running with the hare as welt as hunnng with the hounds. ^ ^ 
’ Doelrine, p. 182. The historical argument of which we have jus 
summary is developed in the Doctrine, pp. 179-193- I* ■* 10 * * 

mental criticism, inasmuch at it does not se ~ v aet-u 


o be historically accurate. 
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of this kindMVe are entitled to say, however, that the Saint-Simonian 
theory is a kind of prologue to all those doctrines that ransack the 
pages of history for arguments in favour of the transformation, or even 
the suppression, of private property. 

Here again the Saint-Siroonians have merely elaborated a view 
which their master had only casually outlined. Saint-Simon also 
believed that in history we have an instrument of scientific precision 
equal to the best that has yet been devised. 

Saint-Simon, who owes something in this matter to Condorcet, 
regarded mankind as 3 living being having its periods of infancy and 
youth, of middle and old age, just like the individuals who compose it. 
Epochs or intellectual ferment in the history of the race are exactly 
paralleled by the dawning of intellectual interests in the individual, 
and the one may be foretold as well as the other. “The future,’ 1 says 
Saint-Simon, “is just the last term of a series the first term of which 
lies somewhere in the past. When we have carefully studied the first 
terms of the series it ought not to be difficult to tell what follows. 
Careful observation of the past should supply the clue to the future.”* 
It was while in pursuit of this object that Saint-Simon stumbled 
across the term ‘industrialism' as one that seemed to him to express 
the end towards which the secular march of mankind appeared to 
lead. From family to city, from city to nation, from nation to inter- 
national federation — such is the sequence which helps us to visualize 
the final trnn of the series, which will be some kind of “a universal 
association in which all men, whatever other relations they may 
possess, will be united.” * In a similar fashion the Saint-Siraonians 
interpret the history of individual property and predict its total 
aliolition through a process of its gradual extension to all individuals 
combined with the extinction of private inheritance. 

\The doctrine of the Saint -Simoniana may well be regarded as a 
Und of philosophy of history .*J Contemplation of the tystem fills them 
with an extraordinary confidence in the realization of their dreams, to 
which they lool forward not merely with confidence, but with feelings 

‘ Saint-Rintroi, Mi-**" /■/ jvr u CWfc.Uhm mt il it Uti, r» < i8rs) (Sami, 

Vo) I, p 121) 

' fVilnw.Ji If) 

1 TV ptuloaiphy nf huinry tm*M lul to tmuit of attempts to show ihsi bntory 

!• mt.le Up of altrinanug pnv»l* of or»«uc itrowih ami destructive critionm The 
firmer perr«U are marked bn unite «< thought and aim, of fc-etvnj ai»! action in 
***'■*>• the liner by a tnnlhn </ Heat *r»l sentiments. by political and social Irxla- 
UVv, The lew pn**lt are raeot.aPy rrhs.xrs, the latter srlWi. Return *e»l 
revolurcn see the tnolrm ntBifnttu-wtf ibemiitsd nature tftlefrtvnJ Ltalkh 
** I'" Rantl-^tmttnaan aeutl lea-1 us into a defitutrly organa: epoch. Ilittorreal 
aerrsu l- ptZrd W a trltfvta su'd unlxettal Mnrialm. 
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ofnlriolute crminty. “Our prctJiclioni have the Mme origin* and are 
bam! upon I hr time Viwl of foundations at arc common to all 
, icicntific tlbcnvcrld.*** They t<wk upon thcnwlm at the consdms, 
voluntary ngrnii of that inevitable evolution which hat been loretoM 
and defined lay Saint-Simon.* Thu it one trait which their ijjlcm hat 
in common with that of Marx. But there are two important differences. 
•The Marxians relied upon revolution consummating what evolution 
had l>cgun, while the Salnt-SimonLmt relied upon moral persuasion.} 
The Saint-Simoniant, true children or the eighteenth century that 
they Were, believed that ideas and doctrines were sufficiently powerful 
agents of social transformation, while; r the Marxians preferred to put 
their hope in the material forces of production, ideas, in their opinion, 
being nothing better than a pale reflection of such forces. 4 > 


III: THE IMPORTANCE OF SAINT-SIMONISM IN' 
THC HISTORY OF DOCTRINES 


v The doctrine of the Saint-Simonians consists of a curious mixtun 
realism and Utopianism. Their socialism, which makes its appeal 
the cultured classes rather than to the masses, is inspired, not h 
knowledge of working-class life, but by dose observation and rema 
able intuition concerning the great economic currents of their time, 
The dispersion of the school gave the leaders an opportunity 


4 Doctrini, p. 119. 

p. ill. "Mia is not without some intuitive knowledge ot hii destiny, 
when science has proved the correctness of his surmises and demonstrated the acx un 
of his forecasts, when it has assured him of the legitimacy of bis desires, he *“** 
on with all the greater assurance and calmness towards a future that is po wl 
unknown to him. Thus will he become a free, intelligent agent working out huw 
destiny, which he himself cannot change, but which he may considerably exp™ 
by his own efforts." 

* This is developed at great length in the seventh lecture, Dortrinr, PP- 31 J * ’ 

•politics," lays Saint-Simon, “have their roots in morality, and a prop 1 ' 
lions are just the expression of their thoughts." (fZinrsj, Vol. Ill, p- S’-) . 

sophy," be remarks elsewhere, “is responsible for the creation of all the m ^ 
portant political institutions. No other power would have the strength necesW 
check the action of those that have already become antiquated or la Kl up 
more in conformity with a new doctrine. " (S/it- Must., (Euttii, Voh ’ _/■ 

He further insists upon the part which philanthropists may play in the ( 

new society. “One truth," he writes, “that has been established in *“« ™ 
human progress is this' a disinterested desire for the general well-being 
munity is - a more effective instrument of political improvement than **•* 
self-regarding action of the classes for which these changes will prove most ^ 

In a word, experience seems to show that those who should naturally « “ th( 
tercsted in the establishment of a new order of things are not uw*® * K 

greatest desire to bring it about.” ((Eubw, Vol VI, p. t’o.j It woiiii _ - th< 

imagine a neater refutation of Marxian Ideas, especially the conten 
emancipation of the workers can only come from the workers themselves- 
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taking an active pan in the economic administration of their own 
country, and we find them throwing themselves whole-heartedly into 
various schemes of a financial or industrial character. In 1863 the 
brothers Pdreire founded a credit association which became die proto- 
type of the financial institutions of to-day. Enfantin took a part in 
the founding of the P.L.M. Railway, which involved an amalgamation 
of the Paris-Lyons, Lyons-Avignon, and Avignon-Marseilles lines. 
Enfantin was also the first to float a company for the purpose of making 
a canal across the isthmus of Suez. At the Collige de France Michel 
Chevalier defended the action of the State in undertaking certain 
works of a public character. It was he also who negotiated the treaty 
of i860 with .England, which was the means of inaugurating the era 
of commercial liberty lor France. Other examples might be cited to 
show the important part which the Saint-Simonians played in nine- 
teenth-century economic history. 1 

More espeoally did they Tealize the enormous place which banks 
and institutions of a similar nature were bound to have in modem 
industrial organization. And whatever views we may hold as to the 
righta of property, we art bound to recognize how these deposit banks 
have already become great reservoirs of capital from which credit is 
distributed in a thousand ways throughout the whole realm of industry. 
Some writers, all of them by no means of the socialist way of thinking, 
would reproach the banks, especially in France, with their lack of 
courage in regulating and stimulating industry, which, as the Saint- 
Simonians foresaw, is a legitimate part of their duty.* The important 
part which they saw international financiers playing in the domestic 
affairs of almost every European nation during the Restoration period, 
coupled with their personal know ledge of bankers, helped the Saint- 
Simonians in anticipating the all-important role which credit was to 
play in modem industry. 

Equally remarkable was the foresight they displayed in demanding 
a more rigorous control of production, and in emphasizing the need 
for some better method of adapting that production to meet the 
exigencies of demand than is possible under a competitive system. 
The State obviously has neither the ability nor the inclination to dis- 
charge such functions, but so great arc the inconveniences of competition 

1 Qf. on these points Weill, L'f-ntt StiiHSimiimt (lSV/7), and QisrlftT, ft„u,rt 
AMmim (j8y6V 

* "The ol-pet of eredil," lays Tnfsnrin (Cimi wt /Widyw, p. 55), M in 

• tocirty vhrrf one let cf pnfit IW” die Instruments of production but lack 
(•parity or dnire to employ them, and %.bnr another hs.e the desire to work but 
We -s.Wh.xrt tbe meins, U to Vtp rtie prase? rf these Oncrumetits from the tenser's 
Possession into the hands t>f the tatter." No better definition was ever given. 
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conceptions of distribution have given rise to two different problems, 
the one primarily economic, the other social, and sufficient care has 
not always been taken to distinguish between these two currents, 
which have managed to coexist, much to the confusion of social 
thinking in the nineteenth century. 

Another essential difference between their respective points of view 
consists of the different manner in which economists and socialists 
conceive of the opposition that exists between the general interest and 
the interests of individuals. 

Classical writers envisaged it as a conflict between the interests of 
consumers — it. t everybody — and the interests of producers, which 
are more or less the interests of a particular class. 

The Saint-Simonians, on the other hand — and in this matter their 
distinction has met with the hearty approval of every socialist— think 
it better to regard it as between workers on the one hand and idlers on 
the other, or between workers and capitalists, to adopt the cramped 
formula of a later period. The worker’s is the general interest; the 
particular interest is that of the idler who lives at the former’s expense. 
"We have on several occasions,” writes Enfantin, 

pointed out some of the enron in the classification adopted by 
present-day economists. The antithesis between producer and ron 
sumer gives a very inadequate idea of the magnitude of the gap 
lies between the various members of society, and a better diffrrenn 
tion would be that which would treat them as workers and idlers 

The difference tn the point of view naturally results in an entirelj 
different conception of social organization. Economists think I Jl 
society ought to be organized from the point of view of the consumes 
and that the general interest is fully realized when the consumer 
satisfied Socialists, on the contrary, believe that society shouk 
organized from the standpoint of the worker, and that the gener* 
interest ss only fully achieved when the workers draw their full sham 
of the social product, which is as great as it possibly can be. 

There is one last element of difference which is very imp ortsn 


‘ U F>, Jietrw. VoL Ilf, p. jBi- «... 

* •h* kJ £um* U PUurjw ZhUonn wntrt A3 T ^ 

of political economy flaiU te tin lull tiy » common principle, * #gur , 

lojwljr of tie tonal uuliiy ef i measure w tlra in »r onofnir* s k iWu’''! ^ 

to Consider obnVr Ihw ale* or measure . derr tly advanu ««**« to '*** „ r „ 

»tni*r >1 udrctily twml«iin to the bmIvoiico rf thetr W hy |UV-s 

orrt ‘ Ini pleasure in le a tie to concur in the opinion nfreord trr 
to tet uwlc on 5eiatJeoom (ffnte A i/nt (ur Orrrmter >'/>?•■ ifrreff 

UJt tii! »ir« » ib< A«iiiftn» iru «f Suii-5>ir**'i . ... m 


called ane*Ot*i (u another fcalur* t kit trnra tn u* trytA fly l<r>J r’ar.i, 
o-ryrxtcd onhenej-yy* of i ni-smil admirarrtoon tnr poC't'd ■ 
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Classical writers made an attempt to reduce the apparent disorder of 
individual action within the compass of a few scientific laws. By the 
time the task was completed so struck were they with the profound har- 
mony which they thought they had discovered that they renounced all 
attempts at amelioration. They were so satisfied with the demonstra- 
tion which they had given of the way in which a spontaneous social force, 
such as competition, for example, tended to limit individual egoism and 
to complete the triumph of the general interest that they never thought 
of inquiring whether the action or these forces might not be rendered a 
little less harmful or whether the mechanism might not with advantage 
be lubricated and made to run somewhat more smoothly. 

The Saint-Simonians, on the other hand — and in this matter it is 
necessary to couple with theirs the name of.Sismondi— arc convinced 
of the slowness, the awkwardness, and the cruelty with which spon- 
taneous economic forces often go to work. Consequently they arc con- 
cerned with the possibility of substituting a more conscious, carefully 
thought-out effort on the part of society. Instead of a spontaneous 
reconciliation of conflicting interests they suggest an artificial recon- 
ciliation, which they strive with all their might to realize. Hence the 
innumerable attempts to set up a new mechanism which might lake 
the place of the spontaneous mechanism, and the childish efforts to 
co-ordinate or combine economic forces These attempts, most of 
them of necessity unsuccessful, furnished the adversaries of socialism 
with their best weapons of attack. All of them, however, did not 
prove quite fruitless, and some of them were destined to exercise a 
notable influence upon social development. 

It is in the Saint-Simonian doctrine that we find these contrasts 
between political economy and socialism definitely marked and in full 
detail. It matters little to us to-day that the school was ridiculed or 
that the eccentricities of Enfantin destroyed his propaganda work just 
when Fourier was pursuing his campaign with great success. Ideas' 
are the things that stand out in a history of doctrines. To us, at any 
rate, Saint-Simonism appears as the first and most eloquent as well as 
the most penetrating expression of the sentiments and ideals that 
inspire ninetcenth-centuiy socialism. 1 This accounts for the influence 

l tt U Impossible not to make a ipecla! mention of Anton Wenger'* excellent little 
book. Ail as/ Jn r+Ut* A’bt-.urrtrmf (1886) (the English translation, with an 
excellent Introduction by Professor Foxwrll, it untoeouiately owl of pnnl). It t* 
Indispensable in any history of socialism. We mint aim men non, with deep acknow- 
Vdymrnu. Pareto'* U< Sj ilAwi jorufutri (P»rh, 190J, a vol*}— tbe mat originally 
critical work yet puUuhtd on th&a aubi-ct, though no* always the meat impaimal— 
•ml Rcnrguin'a Ui ,t„llm wnslutrr et r&wiatu* «r*w»gw (Parti, lyi6), as contain- 
ing the treat arieniific tntiviajn of the economic theories U aucUham. 
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It exerted on lomc of the most active minds of that period. We nee 
name only La men nail and Sainte-Beuve, for Instance, to show i 
attraction for thinker? of the greatest diversity, 1 even when they ww 
disinclined to adhere wholly to its 'doctrine.* 


CHAPTER III: THE ASSOCIATIVE SOCIALISTS 

vThe name “Associative Socialists*' is given to all those writers who 

hclievc that voluntary association on the basis of some precoPceivf3 

plan is suf ficient for the solution of all social questio ns-^ Unfortunately 
the plans vary very considerably, according to the particular system 
chosen. 

They differ from the Saint-Simonians, who sought the solution m 
socialization rather than in association,* and thus became the founders 
of collectivism, which is quite another thing. The advocates of 
Socialization always thought of 'Society' with a capital S, and of all 
the members of the nation as included in one collective organimt"" 
The term ‘nationalization’ much better describes what they sou) 
Associationism, on the other hand, more individualistic in cbarai 
and fearing lest the individual should be merged in the mass, wo 
have him safeguarded by means of small autonomous group*, 
federation would be entirely voluntary, and any unity that nui 
exist would be prompted from ivithin rather than imposed fh 
without. 

On the other hand, the Associationists must be carefully dist 
1 guished from the economists of the Liberal school. Fortunately d 
is not very difficult, for by means or these very associations they 
to be able to create a new social milieu. They are as anxious as t 
Liberals for the free exercise of individual initiative, but they bcu c 
that under existing conditions, except in the case of a few pnvueg 1 
1 Sainte-Beuve wrote to Bucbcz: “I have felt tome sympathy for the move®™* 
a whole rather than with its details, though these perhaps are not yef , “l 
mind.’* (ComipmdaiKt glrJroU dt SovtU-Bnu, VoL III, p. 233, published OX J 
Bonnerot, Paris, J939-) For Sainte-Beu ve’« Saint-Siroonian ideas see Maxime I 

interesting bool La poltlu/vt dt SavUt-Bna* (Pari*. 1941). pp. 29-1 15- 
* “Atsoeiatim, which is sSnwsn) to put xo end to antagonism, has not jet 
lit true form. Jhtherto it baa consisted of separate groups which have been » 
with one another. Accordingly antagonism bat not yet become eatinet, but 1 
Uinly will as soon as association has become universal’* (Dor trim dt Sat*l-* aa ‘ 
Exptstfan, Prcmifrt Asnie, p. IfJ.) 
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individuals, this very initiative is being smothered. <Jhey believe that 
liberty and individuality never can expand unless transplanted into a 
new environment^ But this new environment will not come of itself. 
It must be created, just as the gardener must build a conservatory if 
he is to secure a requisite environment. Each one has his own particu- 
lar recipe for this, and none of them is above thinking that his own is 
the best. 1 It is this conception of an artificial society set up in the midst 
of prese nt social condlUonSy boun d' by ~strict limitations which J.O some 
e xtent isolate it fr om Its sun-oundings, that has won for the system its 
namc o f Utopian S ocialism. ' 

Had the Assotiatiomsts only declared that the social environment 
can and ought to be modified, despite the so-called permanent and 
immutable laws, just as man himself is capable of modification, they 
would have enunciated an important truth and would have forestalled 
all those who are to-day seeking a solution of the social question in 
syndicalism, in co-operation, and in the garden-city ideal. 

On the other hand, had they succeeded in carrying out their plans 
oti an extensive scale, if we may judge by the desire to evade them on 
the part of those experimented on, it seems probable that the new kind 
of liberty would have proved less welcome than the liberty which is 
enjoyed under the present constitution of society. 

They would have been very indignant, however, if anyone had 
charged them with desiring to create an artificial society. On the 
Contrary, their claim was that the present social environment is arti- 
ficial, and that their business was not to create but merely to discover 
that Other environment which is already so wonderfully adapted to 
the true needs of mankind in virtue ofits providential, natural harmony. 
' /hx bottom it is the same idea as the ‘natura l order' of the Ph y siocrats, 
much as their conc eption differs /rom jhat__of the Physiocrats — an 
incidental proof that the o rd er is anything but ‘natural^ seeing jhat 
jt v aries with those who defi ne it. Some of their sayings, however, 
might very well have been borrowed directly from Quesnay or Mercier 
de la Riviire — for example, that of Owen’s in which he speaks of the 
commune as God’s special agent for bringing society into harmony 
with nature. It is just the “good despot” of the Physiocrats over again. 
Or tale Fourier’s comparison in which he ranks himself with Newton 

1 In Owen’s paper, the Economist, for August ti, l8ai, we meet with the following 
words; “The secret is out! . . . The object sought to be obtained is not t quality in 
ranV or possessions, is oot community of foods, but fuB, complete, unrestrained co- 
operation on the part of all the members for every purpose of social life.” Fourier 
write* in a. similar strain" "Association bolds the secret of the union of interests.” 
{.diror. domtstiqut, Vol. I, p. 133.) Elsewhere he writes: “To-day, Good Friday, X 
discovered the secret of association.’' 
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as the discoverer of the law of "attraction of passion,” and believes 
that his “stroke of genius,” as Zola calls it, lies in knowing how to 
utilize the passions which God has given us to the best advantage. 

What is stilt more interesting is that this newer socialism jnarb a 
veritable reaction against the principles of 1 789.* The Revolutionists 
hated every form of association, and suspected it of being a mere sur- 
vival of the old regime, a chain to bind the individual Not only was 
it omitted from the Declaration of the Rights of Man, 1 but it was 
formally prohibited in every province — prohibitions which have b«n 
withdrawn only quite recently. It is difficult to imagine a greater 
contrast to the spirit of the Revolution than the beliefs which inspired 
Owen, Fourier, and Cabet, the founders of the new order. 

Cut the men of 1789 were not so far wrong, nor were they deceived 
by their recollections of corporations and guilds, when they expressed 
the belief that any form of association was really a menace to liberty. 
There is an old Italian proverb which states that every man who has 
an associate has also a master. The Liberal school has to a certain 
extent always shared these apprehensions, and ample justification 
might be found for them in the many despotic acts of associates, whether 
capitalists or workmen. 

<^But the ‘associative’ socialists of the early part of the last cer 
were impressed, even more than Sistqondi and Saint-Simon wen 
the new phenomenon of competition^ The mortal struggle for f 
^ among producers and the keen competition for wages among wor 
men which immediately ensued upon the disappearance of the 
’***“ framework of society seemed to them to wear all the hideousness 0 
a pocalypt ic 1 beast. With wonderful pers picacity 1 they predicted 
such breakneck competition must inevitably result in combination 
nuunionopoly.* Voluntary association of a do-operative character ^ 

* « paid hardly any attention to the possibilities of corporative assoaati 
r * appeared to supply the only means of suppressing this competu 
i' > On the relations of socialum «o the French Revolution see the preceding ch*. 
on Saint-Simon (p. 21a, note). . I>no 

•The Declaration of the Rights of Man speaks of liberty, property. 
oppression, but there is not a word about the right of association. Trade 
one of the oldest and most democratic forms of association, was piracnoea 
famous decree of Le Chapelier (1791), and severe penalties were 
associations of more than twenty persons by the Penal Code of 1810. These £ 7 " 
lions were gradually removed in the course of the nineteenth century, 
societies were the first to be set free, then followed trade unions, but these 
not definitely repealed until July t, 1901. ... . „, noo «d 10 

• 1 ‘It a abriates eftaf cbe present regime of free eompmuaa which u ■ farther ; 
necessary in the interests of our stupid political economy, and which u 
tended to keep monopoly in check, must result in the growth of monopoly 
every branch of industry." (Victor Considirant, Prvtrifut dr ■Swsatu "' ) 
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Seeing that neither his experiments nor his prestige as an emplo 
were sufficient to influence bis fellow employers, he now tried to g. 
the sympathetic attention of the legislature. He turned first of all 
the British Government, and then to that of other countries, look) 
to legislation to provide what he believed should have been suppli' 
by the goodwill of the ruling classes themselves. 

Even before the dap of Lord Shaftesbury he had inaugurated 
campaign in favour of limiting the hours of children working in fe 

1 lories. In 1819 the first Factory Act was passed, fixing the minimm 
age at w-hich children might be employed at nine years, althoug 
Owen himsdf would have put it at ten. 

^Discouraged by the little support which he obtained for his project! 
and having satisfied himself as to the i mpotence of both p atronny 4t*< 
legislation as forces of social progress, he turned his attention to 1 
"third possibility, namely, association . ■> Association, he imagined, wouki 
CTeate that new environment without which no solution of the social 
question was ever possible 

*K. THE CREATION OF THE MILIEU 

The creation of a social milieu was the one impelling force that in* 
spired all Owen's various experiments. This was his one desire, fchd 
he asked it of the masters, the State, or of the workers thenuehe* 

He has thus some claim to be regarded as the fatlier.of ftW"? 
etiology being the title given by sociologists to that part of their » 
ject which treats of theYiubordinaiion and adaptation of man to 
environment^ ajlu theory concerning ihr possibility of iransri/tni. 
the organism by influencing us surroundings occupies the same J 
tion in economics as Lamarck's theory does in biology .y By ru,, J| 
man is neither good nor bad He is just what his environment ' 
made him, and if at the present moment he U on the whole rather «■' 
it is simply because his environment is so detestable. Scarcely ■»' 
Stress is laid upon the natural environment which seemed «<f ,ut 
supreme irefx.-rtanoe to writers hie Lr FUy. Owen’s intttetl 
the social environment, the product of education and legislation t* ^ 
deliberate md-vuioal action.* Qunsre the environment * '• 

J do tot*± *■> /raaove A* avraul bulivn Irn’aC** wfc** **"’’£ 
lie a fi Veep tfc* 1° t*"’*** ,,V * 4 

at ue-3 «a VTtV 4c«r»w»!vai u>l v» prevent (•'SUMS **'*• “ ^ |((} 

, * U±i*r*j* a t"~** • very pri^unr'X id Oern't wUem. ******* ^ 

tit «.«■ »ial ad VDp.er-AjU pUr* it was F*wtF 

JLi J-bwb> a. SUM am. y*t a« U*jt* taj »,'» m w»te Vi t»* H a 

Ltr^i v. U w»— .1 te iwrau^ W oxopAtr U *.».«• 
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individual would be dunged.). He failed to see that this meant begging 
the whole question.MT man is simply the product of his environment, 
how can he possibly change that environment? Jt is like asking a man 
to raisr himself by th e hair of his head .'. But the futility of such criticism 
will be readily appreciated if we remind ourselves that it is to such 
insignificant beginnings as these that we owe the conception of the 
garden city. It was Owen’s concern for the worker and his great 
desire to provide him with a home where some degree of comfort and 
some measure of beauty might be obtainable that gave the earliest 
impetus to that movement. 

From a moral point of view this deterministic conception resulted 
in the absolute denial of all individual responsibility. 1 Every noble 
or ignoble deed, every act, whether deserving of praise or blame, of 
reward or punishment, reflects neither credit nor discredit upon its 
author, for the individual can never be other than he actually is. 

There was all the more reason, then, why all religious influences, 
especially that of Christianity, should be excluded. This contempt for 
religion explains why Owen found so little support in English society, 
which revolted against what appeared like cynical atheism, although 
Owen himself was really a deist * 

Economically, the doctrine of payment according to work rather 
than capacity was to result in absolute equality For why should 
higher intelligence, greater vigour, or capacity for taking pains entitle 
a man to a greater reward if it is all a question of environment? Hence 
Owe n’s associations sver c to 1* co mmunal. 

We need not here detail the history of his experiments in coloniza- 
tion. It is the usual story of failure and disappointed hopes. At last 
Owen himself was driven to the conclusion that his attempt to mould 
the environment which was to re-create society had proved unsuccess- 
ful. He renounced all his ambitions for building up a new' social order, 
ftnd contented himself with an attempt to rid society as at present 
constituted r>r some of the more potent evils that were sapping its 
Strength. And this brings us to his second essential idea, the abolition 
of profit. 

a. Tut. fMuttON or rttonr 

The first necessity, if the environment was cvct to be changed, was 
"The idea «X is om <it ill* at*utdm, and V>u ion* a iml deal cf 
hsrm *’ (Cabr Jkm ,/tf, .Vnr M~tl It -U. 183ft.) 

w^Oti the elhff hint, 0»m had (treat lnturwe with the woelin* dim, and lh* 
f*e attnlutM to the (an that, " fte'-i from all prejudice. te«u aUe So look 

op**! men and human nature In fetietal with infinite t hantv, anj In that |,fhl mm 
no l»i*rr aremei reipomihte f < their arn-m " 'Q rwd by rvj>arn l 
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to get rid of profit. There was tkr essential evil, the original sin. Prol 
was the forbidden fruit which had compassed the downfall of ma 
and caused his expulsion from the Garden of Eden. Its very definitio 
conveyed an implication of injustice, for <Jt was always defined 2 
whatever was over and above cost of production^ Products ought/ 
be s old for w ha t they cost; the net price is the onl y just pric e, -cu 
profit is not merely an injustice, it is a perpetual menace. Economn 
crises resulting from Over-production, or rather from under-eonsump 
(ion, 1 may always be traced back to an unhealthy desire for profit 
The existence of profit makes it impossible for the worker to repurchase 
the product of h« toil, and consequently to consume the equivalent 
of what he produced. Immediately it is completed the product is 
snatched up by a superior body which makes it inaccessible other to 
the maker or to the men who could furnish an equivalent amount of 
labour or who could ofTer as the price of acquiring it a value equal to 
that labour. 

The problem is to abolish this parasitism, and the first question that 
suggests itself is whether the ordinary operation of competition, 
assuming it were altogether free and perfect, would be sufficient to get 
rid of it. vThe economists declare that it would, and the Hedonistic 
school makes bold to affirm that under a regime of perfect compedt 
the rate of profit would fall to zero. (Tut Owen believed nothingof 
kind.* He regarded competition and profit as inseparable, and if< 
was war the other was simply the spoils of conflict.) 
j Accordingly some form of combination must be devised which v 
, suppress profit, together with “all that gives rise to that inordiiu 
desire for buying in the cheapest market and selling in the dearesi 


* Like most of the economists and socialists of that time, Owen -was v«T 
impressed with the crisis of 1815. 

’ On the other band, there is this objection: , . . 

Whenever profit forms a part of cost of production it is impossible to donosy 
from interest In that ease it is true that even perfect competition would not 0 ■ 

with profit, since it will only reduce the price to the level of cost of P n,d “‘*' . ' 

that case profit cannot be said to be either unjust or parasitic, for the product 

exactly for what it cost. r „ 

When profit does not enter into cost of production there is no P°? sib,l, 'f . 
fusing it with interest. It is simply the difference between the sale price ana 
or replacing the article In this it is certainly parasitic, and would disappear u 
regime of perfect competition, which must to some extent destroy the monopo y 
which such profit rests. . . .. ,5^ 

But the distinction between profit and interest was not known in 
and Owen would have said that they are bothone, and that if profit Oc 
claims a share in the cost of production with a view to defying compen a 
right to any such refuge, for cost of production should consist of nothing “ -j 
Of labour and the wear and tear of capital. Accordingly it ought to K 
altogether. 
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But the instrument of profit is gold or money. Profits are always 
realized in the form of money.* Gold is an intermediary in every act 
of exchange, and its intervention goes a long way towards explaining 
the anomaly of selling a commodity for more than cost price. V^fhe » 
objective, then, must be money, and it must be replaced by labour ‘‘ 
notes, which will supply us with a measure of value altogether superior 
to money .^seeing that labour is the cause and substance of value, it 
Is only natural that it should afford us the best means of measuring 
value^ylt is quite obvious that ample homage is paid to the Ricardian I 
theory of value, but conclusions both novel and unproved arc drawn R 
from it. 

The producer who wishes to dispose of his produce will be given 
labour notes in proportion to the number of hours which he has 
■worked. In tbe same way the consumer who wishd to buy that product 
will be called upon to pay an equivalent number of labour notes, and 
so profit will be eliminated. 

The condemnation of money was not new, but what was original 
was the discovery that labour notes could supply the place of money, 
a discovery which Owen considered “more valuable than all the mines 
of Mexico and Peru." It has truly been a wonderful mine, and has 
been freely exploited by almost every socialist. ‘'But it hardly squares 
with Owen’s communistic ideal, which aimed at giving to each accord* 
ing to his needs. The labour notes evidently imply payment according 
to the capacity of each. Besides, what is the use of any system of 
exchange that is not to be employed for purposes of distribution?’ 

It remained to be seen whether this elimination of money could 
actually be realized in practice An experiment to that effect was tried 
in London with the establishment of th e National Equitable Labour 
Exchange . This was the most interesting experiment in the whole 
movement, although Owen himself was not very proud of his con- 
nexion with it. It took the form of a co-operative society with a central 
depot where each member of the society could deposit the product of 

' “Metallic money is the cause oT a great deal of crime, injustice, and want, and it 
is one of the contributory cause* which tend to destroy character and to make life 

"The secret of profit is to buy cheap and to sell dear in the name of an artificial 
conception of wealth which neither expands as wealth grows nor contracts as it 

* This contradiction did not escape Owen. But we must not forget that he regarded 
this merely as a compromise, and that he looked forward to a time when the establish- 
ment of a communistic association with a new environment would lead to a complete 
solution or the problem. lie began in the New Harmony colony by making fra ral it 

payment fur the work done, hut the object was to arrive gradually at a state of com- 
plete equality where no distinction was to be made between live service rendered or 
the labour given— with the result that the colony was extinct in six months. 
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hij f j hour and dratv the price of it in labour notes, the price dependir 
upon the number ■ct hours of work the product had cost, which tf 
member himself was allowed to state. These products, or goods ; 
they were now called, marked with a figure which indicated th 
number of hours they had taken to produce, were at 'the disposal t 
any member of the Exchange who wished to buy them. All that ; 
member had to do was to pay the ticketed price in labour notes 
And so every worker who had taken, say, ten hours to make a pairo 
stockings was certain of being able to buy any other article which has 
also cost ten hours' labour. In this fashion every one got whatever bis 
product had cost him, and every trace of profit automatically disap- 
peared. The profit-maker, whether industrial or commercial or merely 
an intermediary, was effectively removed, because producers and con- 
sumers were brought into direct contact with one another, and so the 
problem was apparently solved. 1 

The experiment, which had about the same measure of success as 
the attempts to establish a communal colony in America, did not last 
very long. The slightest acquaintance with the laws of value would 


''’Tie Labour Exchange, which was opened in September 183s, at Erst enjoyed * 
slight measure of success- There were 840 members, and they even went the lengta 
of establishing a few branches. Among the chief causes of the failure of the scheme 
, may be enumerated: 

' (o) The associates, being themselves allowed to slate the value of their P ro “” rl J 

naturally exaggerated, and it became necessary to relieve them of a task wh>® 
depended entirely upon their honour, and to place the valuation in the hands ®j 
experts. But these experts, who were not at all versed in Owen's philosophy, *r 1 
the goods in money in the ordinary way, and then expressed those values in la 
notes at the Tate of 6d. for every hour’s work. It could hardly have been done or 
other plan. ■'•But it was none the less true that Owen’s system was in this wayu"* 
for instead of the labour standard determining the selling value of the product 
money value of the product determined the value of the labour. 

(4) As soon as the society began to attract members who were not quite M 
-cientious as those who first joined it, the Exchange was flooded with goods th» ' 
tally unsaleable. But for the notes received in exchange for these the a u 
rould be forced to give goods which possessed a real value, that is, goods w 


been honestly marked, and which commanded a good price, wiin ute res 
the long run there would be nothing left in the depot except worthless P 
In short, the Exchange would be reduced to buying goods which cost more 
were worth, and selling goods that really cost less than they were worth. 

Since the notes were not in any way registered, anyone, whether a rnemoer 


society or not, could buy and sell them in tbe ordinary way and make a 
profit out of the transaction. Three hundred London tradesmen did thu by 
to take labour notes in payment for merchandise. They soon emptied the # 
and wlien they saw that nothing valuable was left they stopped taking the 
the trick was done. 

M. Denis very aptly points o 


, «*■ “i “ 

the wage-earner, who was not even allowed to own what he ba d pro -mere 


whether the system wquld prove quite successful in 
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have convinced the reformer of the futility of hi* attempt. t'But it 
marks an important departure in the history of economic doctrines as 
being the first of a long line of experiments designed to solve the same 
problem, but with very different methods. It is the same idea that 
inspires Proudhon's Bank and Solvay’s Complabihsme social. 

The particular mechanism wherewith the elimination of profit was 
essayed is really of quite secondary importance. But the essential idea 
which lay behind the whole attempt — namely, the abolition of profit — 
is at least partly realized in that solid and useful institution which is 
now found all over the world, and which was bequeathed to us by 
tins experiment of Owen's-^-the co-operative stores. Their first 
appearance dates from 1832, the year of the Bank of Exchange 
experiment, but it was not until ten years later that they assumed 
their present form as the outcome of the efforts of the Rochdale 
Pioneers. 

The co-operative retail societies have as their rule either to make 
no profits or to restore any profit that may accrue to their members 
in proportion to the amount of their purchases at the stoves. In reality 
there is no profit, but simply a cancelling of insurance against risks 
which has been shared in by all the members.'^fhe process of elimina- 
tion is strictly in accordance with Owen's method of putting producer 
and consumer in direct contact with one another with a view to getting 
rid of the middleman. But the elimination of profit is accomplished 
without eliminating money. 1 That dose relation which Owen and a 
number of other socialists believed to exist between money and profit 
is purely imaginary. We know as a matter of fact that the highest 
profits are to be got under the truck system, in the African equatorial 
trade, for example, where guns arc exchanged at five times their value 
for caoutchouc reckoned at a third of its value, representing a profit 
of 1 500 per cent. The employment of money has brought such definite- 
ness into the method of valuation that the rate of profit per unit on a 
yard of cloth, say, has become almost infinitesimal. ^Such exactness 
of calculation would have been impossible under either the truck or 
the labour note system. 

x rThe co-operative association, with its system of no p rofits, will for 
ever remain as Owen’s most remarkable work 7 ~an d his fame will for 
cverbe linked with the growth of that move ment. But he was hardly - 
consciCus'onhe important part whichhe was playing in the inaugura- 

1 Thu does not imply that consumers’ associations, when they are better organized 
and federaied, with large central depots at their command, will not take up this 
project once again — that is, will not try lo dispense with money in their commercial 
transactions. They wtU certainly keep an eye on that problem. 
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tion of the new movement. It is seldom that we meet with the word 
'co-operation’ in his writings, although that is not a matter of any 
great consequence, because the term at that time had not the signifi- 
cance which it has to-day, being then simply synonymous with com- 
munism. Not only was Owen unwilling to assume any parental 
responsibility for the co-operative society, his latest offspring, but he 
expressly refused to consider it as at all representative of his system. 
Shops of that description seemed to him little better than philanthropic 
institutions, quite unworthy of his great ideal. 1 Before passing judgment 
upon him it is only lair to remember that since those early days the 
character of (he co-operative stores has been completely changed. He 
! lived to see the establishment of the Rochdale society, with its twenty- 
eight pioneers, six of whom were ardent disciples of Owen himself, 
and two of these, Charles Howarth and William Cooper, were the very 
l soul of that immortal association. But Owen was by this time seventy- 
‘ three yean of age, and he scarcely realized that a child had been bom 
to him. This somewhat late arrival was to perpetuate his name, and 
more than any of his other schemes was to save it from oblivion. 

Owen had founded no school, unless of course we consider that the 
co-operators arc deserving of the tide. There were, however, a few 
disciples who attempted to apply his theones.^One of these wa s Willia m 
Thompson, whose writings, forgotten for many years, have recently 
come in for a good deal of extravagant praise. His principal work. A* 
Inquiry into the Principles of the Distribution of Wealth, was published m 
r 824 V As compared with Owen he reveals a greater depth of thought 
and shows a more thorough acquaintance with economic science, ai 
he ought perhaps to be given premier place as the founder of socialio 
But, as we have pointed out in the Preface, we cannot readjust d 
judgment of history, and we are bound to accept the names "'hit 
tradition has made sacred. And if a person’s rank in history i* to 
measured by his influence rather than his talent, then Thompson 
influence was nil, for at the time his work seems to have passed alm« 
unnoticed. 

We will only remark that Thompson’s grasp of the idea that labou 
docs not enjoy all it produces is much firmer than Owen s. 
meant opening the way for a discussion of surplus value and uop 1 ^ 
ductive labour, of which more anon. He agrees with Owen In tm 
ing that expropriation would not remedy the evil, and he also wot* 
rather build up a new form of enterprise in which the worker wo 


‘That was 
to a passage 


Holyoake’s view {History of Co-operobon, Vol. I, p- a Ij). 
quoted by DolKans,. Owen contemplated making an »PJ*“ 
iciciia to come to the rescue of his National Labour Exchange. 
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be able to retain for himself all the produce of his labour. This was 
precisely the co-operative ideal, 1 i si t 

II: CHARLES FOURIER 

Owen’s practi cal influence has been much greater than Fourier’s, for 
mosVof"the important socialistic movements of the last_ century can,., 
easily be traced back to Owen. But Fourier’s intellectual work, when 
taken as awhole, though more Utopian and less restrained in charac- 
ter than Owen's, has a considerably wider outlook, and combines the 
keenest appreciation of the evils of civilization with an almost uncanny 
power of divining the future. 1 

To some writers Fourier is simply a madman, and it is difficult not 
to acquiesce in the description when we recall the many extravagances 
that disfigure his wotk, which even his most faithful disciples can only 
explain by giving them some symbolic meaning of which we may be 
certain Fourier would never have thought.* The term ‘bourgeois 
socialist’ seems to us to describe him fairly accurately, but its employ- 
ment lays us open to the charge of using a term that he himself would 
never have recognized. <^ut what are we to make of one who speaks 
of Owen's c ommunistic scheme as being so pitiable as to be hardly 
worth ref uting;. who. “ shudders to think of the Saint-Sjraonians and 
o f all their monstrosities, especially ~their declamations against pro- 
pertyjknd'hereditaty rigKtjC-and all this in the nineteenth century”; 
who injTtsjchcmc_of distribution scarcely drew any distinction between 
labour, capital, and business ability, five-twelfths of the product being 
given to labour, four-twelfths to capital {which is probably more than 

1 To the workers he wrote. "Would you like to enjoy younelves (he whole product! 
of your labour? You have nothing more to do ihan limply to olur At direction of your 
lalour Instead of working Tor you know not whom, work for lath other." {Quoted by 
Foxwrll in his introduction to Anton Menger’s The Right u At Whole Pnduei of labour ) 

* See the lecture on let PnfiK&ics dt Fenner in Gide'» Co-cjvriehon. 

* It is hardly nreeuary, however, to credit him with a greater amount of eccen- 
tricity than he actually poster red, and 1 aeiae this opportunity of refuting once more 
a story told by more than one eminent economist, attributing to him the statement 
that the members of the rhalaruttre would all be endowed w ith a tail with an eye 
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it gets to-day) and three- twelfths to management; who outbid the mo 
brazen-faced company promoter by offering a dividend of 30 to 5 
per cent., or for those who preferred it a fixed interest of 8 per cent.; 
who held up the right of inheritance as one of the chief attraction 
that would be secured by the Phalamtire; and who finally declare 
that inequality of wealth and “even poverty are of divine ordination 
arid consequently must for ever iremalrCsincc everythJng TKarCodj^ 
ord a inedjsjust as il^ ought to be’\ J— ~ 

To the men of his time, and to every one who has not read him, 
which means practically every body, Fourier appears as an ultra- 
socialist or communist. That opinion is founded not so much upon 
the extravagance of his view or the hyperbolical character of hu 
writing as upon the popular conception of the^halanstire, which was 
the name bestowed upon the new association he was going to create 
Visions of a strange, bewildering city where the honour of women a* 
well as the ownership of goods would be held as common property are 
conjured up at the mention of that word. Our exposition of h!s system 
must obviously begin with an examination of the rhalanstire upon 
the understanding of which everything turns. 


I . the PHAi-A.vrrixz 


As a matter of fact nothing could be more peaceful /han the p 
pect which the Thalanstire presents to our view.-sAnything tn 
closely resembling Owen’s New Harmony or Gabel's fearu or Ci 
panella's Gvitas Sobs or More’* Utopia would be difficult to Imstf 
Externally it loots /or all the world like a grand hotel —a PaLicc li- 
on a gigantic scale with 1500 persons n pennon. One is initinctiw 
reminded of those familiar structures which have lately become 111 
a feature of all summer and winter resorts, containing all manner 
rooms and apartments, concert halls anil lecture rooms, etc. AJ 
this is described by Fourier with the minutest detail . ""So restrict'" 
would be placed upon individual liberty Anyone to rhoosmg too 
have a suite of rooms fir himself, and enjoy hit meals In the 
of lii own room— that u, if he preferred »t to the tiile d'hOe } i 
Lfc bjeneraHy open only to ihe few. The Mia!amt*re would h*- 
rooms and lafi-s at all prices to'iuTt’a H five classes of to fiety. 
tee uHe in addition , 

number (/ people living under the tame onX -*rvl eaW»g^ •' 
same table, and aiirp ting this a* their normal everyday met-** 


* trtvr Juuio >; 


iSji. br riUtem, 1* * t*** ' » 
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living, sums up the clement or communism which the scheme con* 
mined. And the question is naturally asked, Why should Fourier 
attach such supreme importance to this mode of existence as to make 
it the sine qua non of his whole system and the key to any solution of the 
problem? Th^ answer lies in the conviction, which he fully shared 
with Owen,'*(nat no solution is possible until the environment is 
changed, and so changed that an entirely new type of man will result 
from it. 

Econo mically, o f course, life under the same roof can offer to the 
consumer the maximum of comfort at a minimum of cost. Cooking,^ 
heating, lighting, etc., would under such conditions be cheaper and 
more efficient, and all the worries and anxieties of individual house* 
keeping would be swept aside. 

.S ocially a common life of this kind would gradually teach different 
persons to appreciate one another. Sympathy would take the place 
of mutual antipathy, which under the present regime, as Fourier 
eloquently remarks, shows an “ascending scale of hatred and a ' ! 
descending scale of contempt.” Besides, the multiplicity of relations 
and interests, and even of intrigues, which would occasionally enliven 
this little world would at any rate make life more interesting. 

On this double senes of advantages Fourier is quite inexhaustible. 
vHe reckons up the economies with the painstaking care of an old clerk, 
and boasts the su periority of the table d 'Mlt over the fami ly mea l with 
the enthusiasm of an old bachelor. The social and moral advantages 
seem somewhat more doubtful. It is not very obvious that contact 
with the nch would make the poor more polished or ajnicablc, nor is 
it very dear that either would be much happier for it. -Fourier's Utopia 
is already in operation in the United States, where, owing to the 
increase in the cost of living, the economic advantages of a communal 
life are more fully taken advantage of. Not only are there a great 
number of bachelors living at the clubs, but young couples have 
recently made a practice of taking up their abode at the hotels. They 
are already on the way to the Phalanstire. 

This shows that Fourier was considerably in advance of his time, 
and those who hold that doctrines, after all, arc always suggested by 
facts would find it difficult to discover anything pointing towards 
such communal experiments in the earlier part of the nineteenth 
century. 

His solution of the servant problem, which is becoming more diffi- 
cult every day, has since been largely adopted, vflis suggestion was 
the substitution of collective Tor individual services as being more com- 
patible with human dignity and independence, and the development 
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of Industrial rather than domestic production. This has taken p!a« 
in the case of bread-making and laundry work, and has been a- 
tended to liotne-swceping (by means of the vacuum cleaner), carpet- 
cleaning, etc. A further extension to the art of cooking has also taken 
place.* 


2. INTEORAL COOPERATION 


Careful scrutiny of the internal arrangements of the Phalamtire^. 
shows it to be something other than an ordinary hotel, after aft. *B 
may perhaps be regarded as a kind of co-opera live hotel, belonging to 
an association and accommodating members of that association only- 
It is much more thoroughgoing than the ordinary co-operative society, 
which is just content to buy commodities as an association without 
making any real attempt to practise communism, except in these rare 
cases where a co-operative restaurant is set up alongside of a co- 
operative warehouse. 

The “ Phalange," not content to remain a mere consumers’ asso ca- 
tion, was to attempt production as well. Around thc hotd wasj o,. 
an are a of 400 acres, with farm buildings and industrial 
ments that were to supply the needs of the inmatesA-The Phalange 
s was to be a small self-sufficing world, a microcosm producing every- 
thing it consumed, and consuming — as far as it could — all it pnxiu 
Occasionally, no doubt, there would be occasional surpluses or w®' 
needs would remain unsatisfied, and then recourse would be ha *° 
exchange with other Phalanges. Every Phalange was to be estab 
as a kind of joint-stock company. Private p roperty .was no^- * 0 - 
extin guished ^altogether,, hnf fn.hr transformed into the hol_|o 
stocE^a _tcansformation_of. a ,capi talhdc^theilthAQ^i-^ 500 ^ 
nature. M. de Molinari states that the future will witness the 
"universal application of the joint-stock principle, and he for one wou 
welcome its extension. Fourier has forestalled his prophecy by 
quarters of a century, with an insight that is truly rcmarkab e or 
tim e in which he wrote, for joint-stock undertakings were then ” _ 
ingly rare. He enumerates the many advantages which wo 
from such a transformation in the nature of property, and e 
declares that "a share in such concerns is really more valua e 
any amount of land or money.” • 

J'ltii necessary to point out that Fourier’* suggestions for a solution 


not qunc >0 UCIUU1C » w* have giv en the 
stand in the text They are mixed up with • number of other *de**_ * ^ 

fantastic description, but very suggestive nevertheless. This 
suggestion to transform domestic * . .. — — - 

that k worth thinking about 


rrtheiess. imio-i . y 

taking it mutually gratuitous-*” 
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How were the extravagant dividends which he promised when 
propounding his scheme to he paid out? The usual method in financial 
and commercial transactions is to distribute them according to the 
holding of each individual But such was not to be his plan.vCapital 
was to have a third of the profits, labouT five-twelfths, and ability 
three-twelfths ‘Ability,’ which signifies the work of management, 
was to devolve upon those individuals who were chosen by the society 
and were considered best fitted for the work. Fourier never realized 
that there was a possibility of the wrong man being chosen, '■'fie had 
no experience of universal suffrage, and he believed that within such a 
tiny group the election would be perfectly btma-fidt. 

Associations known as Phalanges have actually been established in 
Paris, and to some extent at any rate they have realized the ideal as 
outlined by Fourier. The profits arc divided in almost strict accord- 
ance with Fourier’s formula,* and in order to emphasize their descent 
from him the members have caused a statue to be raised to his memory 
in their quartet of the town— the Boulevard de Clichy. 

Not content with giving us an outline of a co-operative productive 
society, Fourier has also left us an admirably concise statement of the 
problem that faces modern society. <eltU first problem fo r _thc_econo- 
mi st to solve." s avs he,J'ii to dis cove r so me wa y of transforming -the 
wage-earner into a co-operative own er?* 

The necessity for such transformauon consists in the fact that this 
is the only way of making labour at once attractive and productive, I 
for“lhe sense of property is still the strongest lever in civilized society."* ' 
VTlie poor individual in Harmony who only possesses a portion of a 
share, say a twentieth, is a part proprietor of the whole concern. He 
can speak of our land, our palaces and castles, our forests and factories, 
for all of them belong partly to him.” 4 “ Hence the role of capitalist, 
_and propr ietor arc synonytnousjn .Harmony ”* 

The worker will draw his share of the profits not merely as a worker, 
but also as a capitalist who is a shareholder in the concern, and as a 
member of the directorate, in which every shareholder has a voice. 
The administration of the business will form a part of his responsibili- 
ties.MT is just what wc are accustomed to call co-partnership He will, 

*W« were thinking especially of associations like ihst of the painters under the 
lesdrrihip of M. Duiuon, where distribution u as follows, labour 50 per cent., capital 
»7 per cent., administration 1 a per cent. 

Mssreiahos Jamotifw, Vol. 1, p. 466. 

Vjr *W-« p. Note that Fourier says that this only applies to ci\ Sued societies. 
For those who live in the future Harmony city there will tie other and more powerful 

• I'lill Ml.-nwtte, Vol Ul, p. J 
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moreover, participate In (he privileges and management of the 
rjialangc as a member of a consumers’ association. 

^vMI (bis seems very complicated, bui if was a part of Fourier's policy 
to transmute the divergent interests of capitalists, workers, and con- 
sumers by giving to each individual a share in these conflicting interests^ 
Under existing conditions they arc in conflict with one another simply 
because they are focused in different individuals. Were they to be united 
in the same person the conflict would cease, or at any rate the battle- 
ground would be shifted to the conscience of each individual, where re- 
conciliation would not be quite such a difficult matter. 

\xA programme which aims, not at the abolition of property, but at 
the extinction of the wage-earner by giving him the right of holding 
property on the joint-stock principle, which looks to succeed, not by 
advocating class war, but by fostering co-operation of capital with 
labour and managing ability, and attempts to reconcile the conflicting 
<,* it' 1 ' interests of capitalist and worker, of producer and consumer, debtor 
t- " 1 and creditor, by welding those interest^, together in one and the same 
person, is by no means commonplace. ""S uch was the ideal of the French 
working classes until Marxian collectivism took its place, and it a 
quite possible that its deposition may be only temporary after alL 
The programme which the Radical Socialists swear allegiance to, and 
which they set against the purely socialistic programme, is the main- 
tenance and extension of private property and the abolition of th- 
wage-earner. By taking this attitude they are unconsciously follow 
in the wake of Fourier. 1 
v*The 


Z'lT 


system of integral association proposed by Fourier^jncl“d!£!k— -re- 
production and co-operati\e d istribution, w ill_be__betterjin<j»2? 


it_the facU_ofjKe present situation. 


On the one hand we have cooperative associations of producers who are no p 

us that their products should be distributed among themse ' C J’ 0 f jj, 


On the other hand, the distributing societies simply aim at 
members certain advantages, such as cheaper goods, but they male no a 
produce the goods which they need , ™ 5 

In countries where co-operame societies are properly organized,* tn^y 
England, for example, many of these societies have undertaken to produce ^ , 

part of what they consume, and some of them have even acquired small eso^ 
the purpose; but only a small proportion of the employees are members o t « l,, 

with theresull that their petition is not very different from that of otherv^J 
men. One understands she difficulty of grouping people in this way. Du 

■ * - ■ absolutely necessary that they should P? du “^ UCM ,; 

re favourable than those of ordinary pr 


in a word, that they should be able to ci 
Even in the color ‘ 
this kind. 


nation* "of 


of vigorous arsons t 

io the programme of 


* Co-partnership as outlined by M. Brand is to-day an item in tn 
ie Radical Democratic party. See Us Attiotu du Trecoil, by M. Antooe 
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3. BACK. TO THE LAMP 

The title at the head of this section is to-day adopted as a motto 
by several social schools. It also figured in Fourier’s programme long 
ago. Fourier, however, employed the phrase in a double sense. 

In the first place, he thought that there must be a dispersion of the 
big cities and a spreading out of their inhabitants in Phalansteres, 
which would simply mean moderate-sized villages with a population 
of 1600 people, or 400 families. Great care was to be exercised in 
choosing a suitable site Wherever possible the village was to be 
placed on the bank of a beautiful nver, with hills surrounding it, the 
slopes of which would yield to cultivation, the whole area being flanked 
by a deep forest. It was not, as someone has remarked, intended as 
an Arcadia for better-class clerks. 1 Vft was simply an anticipation of 
the garden cities which disciples of Ruskin and Moms are building atl 
over England. These are designed, as we know, not merely with a 
view to promoting health and an appreciation of beauty, but also to 
encouraging the amenities of life and to solving the question of housing 
by counteracting the high rental of urban land 

In the second place, industrial work of every description, factory 
and machine production of every kind, were to be reduced to the indis- 
pensable minimum — a condition that was absolutely necessary if the 
first reform was ever to become practicable. VContrary to wh at_might 
have been expected, Fo urie r felt no an tipathy towards capitalism, but 
enterta ined ,the greatest con tempt for indus trialism, which is hardly 
t he sarn ejhing.* A return to the land, if it was to meatfanything atall, 
was to mean more agriculture. But core must be taken not to interpret 
it in the old sense of tillage or the cultivation of cereals. It was in no 
measured terms that he spoke of the cultivation of corn and the produc- 
tion of bread, which has caused mankind to bend under the cruellest 
yoke and for the coarsest nourishment that history knows. The only 
attractive forms of cultivation, in his opinion, were horticulture and t ' 
arboriculture, apple-growing, etc., joined, perhaps, with poultry- . 
keeping and such occupations as generally fall to the lot of the small- 
holder.* The inhabitant of the Phalanstire would be emplojcd 

1 M. F»jmi, firm, In Ora ilmii, August 1, 

'V*“Indiuiri»tism ia the latest aeientihe illusion *' (Q*atn Mmamnu, p. a8 ) We 
(nust •!*, draw attention to In* suggeauon tor cooper am e banka, where agnculturou 
coulJ briiig their harveit and obtain money in exchange for it — a rough model of the 
agucuttural credit banka. But be only regarded thi, as a Hep toward, the Pha’.ionbre. 

1 Hie kind, oflabour which Founee arietta aa example* are alwaya connected with 
fruit-growing— cherry orchard,, pear orchard,, etc. fruit and flown* bate a very 
important place In hia writings, lie aeemt to have anticipated the fruit-growing 
rancher of Caldorma. 

Without Hopping to examine acme of the more aoltd reaaona — which unfortunately 

| -Aa leulWJ W* 



T«* AHnruTIYJ tORUtlUt 

rtrhji{*»|y In k^iirg *?W hit ptfrl*n,jtnt u AtUm wniUtr 
Fall Af»l CuM^ *(W hs« mMoMurrv 


A ArtwArttv* tA*mn 


IV Attract ironx** of lalvwjf was m ule the pivot ef Fourier's lystrsi 
Whetnrt wr hie In lonfc. w^ihfr in I hr- direction of srvcaflrd CiriEzct! 
for Kites t<f towards liarthirurt nr jryviJ*- cnrnmtir.itirs, labour is every* 
"here rr<»f«lrtl »i a rune 7herr m nn reason why it should be, *od 
in the society of the- fuiurr ii certainly will not be, for mw will tfcrt 
hlxntf not }~fjuir they ate tnnttrainetl to rhher,by forte or by thf 
P»rwu tr of need nr the allurement r>f Klf-interesK^Fourirr's ideal* 11 
a social Sure in which men would no longer be Cir ced to work, whether 
from the nrtnuiy of earning their daily hrrarl or from a drttre for gala 
or from a tertv of social or religious duty.^flis ambition mi W*« 
men work for the mere lovr of work, hastening to their talk as they do 
to a gala. Why ihould not labour become play, and why should «* 
the lame decree of enthusiasm be ihown for work a* is shown by y 00 ^ 1 
In the pursuit of sport ?* 

Fourier thinks this would be possible if every one were certain that 
he would Ret a minimum of subsistence by his work. Labour wow 
Jose all its coercive features, and would be regarded simply as 23 
opportunity for exercising certain faculties, provided sufficient Eberty 
were given every one to choose that kind of work which suited! «® 
best, and provided also the labour were sufficiently diversified o 
character to stimulate imagination and were carried on in an a 000 " 
sphere of joy and beauty. Jtfhe sole object of the Phalanstirc, as we 
have already seen, was to make labour more attractive by creatw n 
new kind of social life in which production as well as distribution wo ^ 
be on a co-operative basis and horticulture would take the p <® 
agriculture. But Fourier was not content to stop at that, and e P™" 
ceeds to show the importance of combining different kinds 0 ‘ eot" 
ment. Some of his suggestion are very ingenious; others, on 
hand, are equally puerilc.'-'The roost notable of these is his propo*^ 
to bring individuals together into what' he calls groups and senes- ^ 


gihould ukt the pb« 
„ doctor. end “ ad,,B 


the superiority of sugar and preserves over bread, and pointed to me aI the 

by which children are enabled to discover this. The suggestion was ^ n of 

time, but is to-day confirmed by some of the most eminent doctor* ana 
hygiene. ihe evchit** 

1 It is interesting to contrast this view with IMcher’s, who think s w ,p^jt 

of industry simply increases its irksomeness. A conception of regreo 
evolution might reconcile the tv 
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person would be allowed to join these groups according to his own 
individual preferences, and as it would not involve his spending his 
whole life in any one of them, he would be free to ‘flit’ from one to the 
other. 

But it U about time we took leave of our guide. v ^Ve cannot pretend 
to follow the twists and turns of his labyrinthine psychology, with its 
dozen passions, of which the three fundamental ones are the desire for 
change, for order, and for secrecy; nor can we bring ourselves to < 
accept hisjh eodicy , nor his views on climatic and cosmogenic evolu- 
tion, which was some day to result in sweetening the waters of the 
ocean, in melting the polar glaciers, in giving birth to new animals, 
ind in putting us in communication with other planets. Yet even this 
nuddy torrent is not without some grain of gold in it. 

Take the question of education, for example, which holds a very 
prominent place in his writings. Old bachelor that he was, he never 
;arcd very much for children, but he nevertheless foreshadowed the 
development of modern education on several important points. 
Froebel, who conceived the idea of the kindergarten (1837), was among 
his disciples. 1 

vHis teaching on the sex question bears all the marks of lax morality, 
and indicates the fallacy of thinking that untrained passions and 
instincts can be morally justified.* His extreme views on this question, 
which even go beyond the advocacy of free union, have contributed a 
great deal to the downfall of Fourierism. Paul Janet remarks some- 
where that the socialists have not been very happy in their treatment 
of the woman question, and we have already shown how this weak- 
ness led to the downfall of Saint-Simonism. But even on tins subject 
Fourier has penned a few pithy sentences/ "Asa general rule," he says, 

it may be said that true social progress is always accompanied by 
the fuller emancipation of woman, and there U no more certain 
evidence of decadence than the gradual servility of women. Other 
events undoubtedly influence political movements, but there is no 
other cause that begets social progress or social decline with the 
same rapidity as a change in the status of women. 1 
1 I.*t us not forget hi* Pthla Ihriti, which comiitrd of group* of boy* who under- 
took the »*. coping of public path*, the surveillance of public gardens, and the protec- 
tion of animals. Tbe idea waa very much ridiculed at the time, but * number of 
ii War organisations, each with its badge and banner, were instituted by Colonel 
Waring in the city of New York. 

“My theory u that every passion given by nature should be allowed the fullest 
scope. That is tbe key to my whole system. Society requires the full eiercise of all 
die faculties given us by Cod." 

1 Cxtrr Mum i*U, p. 194. 
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Unfortunately his feminism was not so much inspired by respect fa 
the dignity of woman as by his hatred of family life, and the iiberti 
which he thought to be the true test of progress was generally nothin! 
better than free love. 

The anti-militarists have good claim to regard him as a forerunner- 
Speaking of present-day society, he said that “it consists of a minority 
of armed slaves who hold dominion over a majority of disarmed. 1 

was not Fourier’s intention to introduce men into the world of 
Harmony at one stroke. He thought that as an indispensable pre- 
liminary they should go through a stage of transition which he calls 
Garanlisme, where each one would be given a minimum of subsistence, 
security, and comfort — in short, everything that is considered necessary 
by the advocates of working-class reform. 

Fourierism never enjoyed the prestige and never exercised the '*• 
flucnce which Saint-Simonism did, but its action, though less startljr.?. 
and confined as it was to a narrower sphere, has not been less dura e 
Nothing has been heard of Saint-Simonism these last fifty years, hut 
there is still a Phalanstire school. It is not very numerous, perhaps, 
we are only to reckon those who formally adhere to the doctrine, 
if we take into consideration the co-operative movement, as 
at least to some extent, it is seen to be very powerful still. For a on! 
time Fourier's ideas were scouted by everybody, but later much n» 
sympathetic attention was given them.* ^ 

Among his disciples there are at any rate two who desene 
mention. Victor Considdrant, one of the strongest advocate* 
Fourierism, has left us the best expositionpf the doctrine that we a • 
in his book Doctrine socialt (1834-44}. Wake Owen, he experiment ^ 
American colonization,* and gained a measure of notoriety 
Revolution of 1848 by insisting upon the right to work as a ne< 
compensation for the loss of property. In the 

Andrd Godin left a monument more permanent than boo , ^ 

famous Familistdre which was founded by him. f* consists ^ 

» See. hr example, «ueh work, 14 Zola’s Traced, and BartH't *•'&****[ v 
a* an ounplc of the general change in the tone of the e ronofl>* sU # 

Paul Uioy-Beauleu’i latest writing!, in which he ipeili of Founr 


1 tailzied 


* It ia no nan cf our talk to relate the itory cA (he arvrrat colooin 

■ - - - — a of ihu *^^*j*£ «*!«*» * 


by dianptrs of Founrr or of Owen. Eapcri 

the United State* between 1B4I and iB+f, wl — ■ . 

taindeiL Brook Farm, whirh k the Irtt known of lire, inrludrd 
•oene of the moat eminent American* — Q.amiog and Hawthor**, ‘ 
none of the aetUemecu tailed *ery long rneriod.a® 4 ^*’ 

Similar ttieropo have been mad* in France at a auB more 11, 

the cofcaiy at CocaK-wir-Veagrea, near Ramtoudirf, where a »» 

Faintfcamc agnta. 
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LOUIS BLANC 


265 

establishment for the manufacture of heating apparatus at Guise, run 
entirely on co-partnership lines, the profits being distributed in accord- 
ance with the rules of the master. 1 It is not a new co-operative society 
of the humdrum kind, however. Close to the works, right in the 
middle of a beautiful park, are one or two huge blocks which contain 
the ‘flats’ where the co-partners live, as well as schools, criches, a 
theatre, and a co-operative stores. But despite its fame, and notwith- 
standing the fact that it has become a kind of rendezvous for co- 
operators all the world over, there is nothing very attractive about it, 
and if one wants to get a good idea of what a real Phalanstire is like 
it is better to visit either Boumvillc or Fort Sunlight, or Agneta Park 
in Holland. 

III: LOUIS BLANC 

It is not the most original work that always attracts most attention. 
Stuart Mill, writing oF Saint-Simonism and Fourierism, claims that 
“they may justly be counted among the most remarkable productions 
of the past and present age.” To apply such terms to the writings of 
Louis Blanc would be entirely out of place. His predecessors’ works, 
despite a certain mediocrity, arc redeemed by occasional remarks of 
great penetration; but there is none of that in Louis Blanc’s. More- 
over, his treatment is very slight, the whole exposition occupying about 
as much space as an ordinary review article.* And there is no evidence 
of exceptional originality, for the sources of its inspiration must be 
sought elsewhere — in the writings of Saint-Simon, of Fourier, of 
Sismondi, and of Buonarotti, one of the survivors of the Babeuf con- 
spiracy,* and in the democratic doctrines of 1 793. In short, Blanc was 
content to give a convenient expoeiuon of such socialistic ideas as the 
public had become accustomed to since the Restoration. 

Nevertheless, no sooner was the Organisation da Travail published in 
1841 than it was read and discussed by almost everybody. Several 
editions followed one another in rapid succession. The title, which is 
borrowed from the Saint-Simonlans, supplied one of those popular 
formula; which conveniently summed up the grievances of the work- 
ing classes in 1848, and during the February Revolution Louis Blanc 
came to be regarded as the best-qualified exponent of the view* 

* Founded in 1B51}, it only bream* a co-partnership in i838, the year of Godm't 
death. 

* As a mailer of facl tl first appeared as an ankle in ibe Bma it tngrh in 1839. 

* Buonarotti was lh< author of Lt Ofpirthim pw T £{elit/, Jilt it Babnf, published 
in i8j 8. Utile Police was talen of ihe volume by the public, bur u was touch div 
oussed in democratic eirctea. 
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rf th* J«rof*t*ti»f. f.T«n f't n J.W? litre jR the work w« mfl- 
twS'tffj in l*» |V rvwt rharseirrofie specimen of French mcuMc 
writlne. 

1 1* WWW "** in * measure due in ihe riretirndJnrn of the presd 
’ll*' Iitrvily of the !»»ilt and the difrctnew of (h«* exposition made tie 
iliKiMam of I In* them*- a comparatively raTy RiAttrf, The penor-d 
nocncwty of the »» tlhnr alto had a great deal in do with thr intern! 
which ht« wv*k afniwil. {hiring the short r arret of ihe July nvwurcfcr 
IUaw, Irth in ihe IVrss and on the platfiirm, had found himself o* 
of the moil valiant tup]<inrn nf the advanced democratic win?. HJ 
Mttnrt it Pit ant gvvr him aw standing as a historian. Law m 
thr fpJc which In- played at a member of the Provisional Government 
of ifi|fl, and ifievmnb at the inauguration of (he Third Repofcfc 
Contributed (n hit time at a ptihlic man. And, last of «H» his nE ^ r ’ 
lunate rsperiencr in connexion with the failure of the national worl* 
•hope, for which he was unjuttly blamed, added to the interest which 
the public took in him. 

All this, however, would not justify his inclusion in our history **** 
it not for other reasons which give to the Organisation in Trarml «tM- 
thing more than a mere passing interest. 

^Jn no other work is ihe opposition between competition and aaoo> 
tion to trenchantly itated.yivcry economic evil, if we^arejo^ii^ 
Blanc, js the outcome of competition. Competition affords an OP 1 * 1 "" 
tion of poverty and of moral degradation, of the growth of crime 
the prevalence of prostitution, of industrial crises and internal 
feudal 44 In the first place," writes Blanc, “we shall show how comp^ 
tion means extermination for the proletariat, and in the jec0 " P, 

( how it spells poverty and ruin for the bourgeoisie.” 1 The proof spro^ 
itself out over the whole work, and is based upon varied c * al0 Pj 
gleaned from newspapers and official inquiries, from economic **** 
and Government statistics, as well as from personal o b ** va 
carried on by Blanc himself No effort is spared to make e 
disagreeable facts contribute of their testimony y^vwythingis jci? ^ 
with a view to one aim — (he condemnation of compe**J52?’ 
conclusion seems possible: ‘kjf you want to get rid of the tem 
of competition you must remove it root and branch and begin 0 
anew, with association as the foundation of your social life.^ ou( rht 
■v Louis Blanc thus belonged to that grou p of s ocial ist gjj” 

.that voluntary associations would satisfy all theneedt °^? e ‘ 
he thinks of association in a somewhat different fashion 
decessors. He dreams neither of New Harmony nor of® 


jv*r 


* OrftuuKUion du Travail, 5th ed. (1848), p. 77- 
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Neither docs he conceive of the economic world of the future as a 
series of groups, each of which forms a complete society in itself. 
Fourier’s integral co-operation, where the Phalans lire, was to supply 
all the needs of its members, is ignored altogether, ^flis proposal is a 
social workshop, which simply means a cooperative producers' society. 
The social workshop was intended simply to combine members of the 
same trade, and is distinguished from the ordinary workshop by being 
more democratic and equahearian. Unlike Fourierism, it does not 
contain within itself all aspects of economic life. By no means self- 
contained, it merely undertakes the production of some economic good, 
which other folk arc expected to buy in the ordinary way. Louis 
Blanc’s is simply the commonest type of co-operative society. 1 The 
schemes of both Owen and Fourier were much more ambitious, and 
attempted to apply the principle of co-operation to consumption as 
well as to production. 

Nor was the idea altogether a new one. A Saint-Simonian of the 
name ofBuchez had already in 1831 1 made a similar proposal, but it 
met with little > uccess. Workers in the same trade — carpenters, masons, 
shoemakers, or what not — were advised to combine together, to throw 
their tools into the common lot, and to distribute among themselves 
the profits which Had hitherto gone to the rntrifunna A fifth of the 
annual profits was to be bid aside to build up a " perpetual inalienable 
reserve," which would thus grow regularly every year. “ Without some 
such fund," says Buehe*, with an unerring instinct for the future, 

association will become little better than oiher commercial under* 
takings. It will .prove beneficial to the founders only, and will ban 
every one who is not an original shareholder, for those who had a 
share in the concern at the beginning will employ their privileges in 
exploiting others, 1 

Such is the destiny that awaits more than one co-operative society, 
where the founders become mere shareholders and employ others who 
are simply hirelings to do the work for them 

l Vfr (dft So It as to lip Warn In to pimu arttnn we have 

shown ihst mher co-oprtaiivy aurlriin ru-t. turh u Le Tnvad, for nampte. which 
•Uiritt u> te rmlrttftt upon ITuurW, actx-mr, njvcudly in ihr manor cl brrwH 
saplal. ttui the usual nT* h affiliated «o she CXarobre rnmiltatu* drt Aworut>.-«ia 
rrotiKimn Arutr I ol ill irruliinra nati u Ulon "No Me wit) be allowed 
So Inww a nutacnlwr who it rmS a worier in nw branch of pmlunaoa or other “ 
I v * - "w wl>in*e puMnliAl by she 0*irr dtf Tr»»»3 in it' A, 1 * 1 ,<ukwImi OwnAe, 
d. 

1 *Jn She Joewa? do Sum *»dn H rWemtee i j, i(ji Only smr 

1 *wnrl*i»«>~rhe foMamtstia'. in l*J»— wrai funded na the rerull of th» an»te 
, *Q*wed by lefSv, u Af-weweM ~-*w* *• /VW d, U 4 4, JmSA, |» M 
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< sVVhcrcaj Buchez was greatly interested in petite industry. 1 B!ane-W' 
mjavour of the great industry, and that seems to be the only different 

between his social workshop and an ordinary co-operative soa'ct] 

But in Blanc’s opinion the social workshop was just a cell out of whit 

a complete collectivist ic society would some day issu e_forth. h 
ultimate destiny did not really interest him very much. The ideal ws 
much too vague and too distant to be profitably discussed. The un 
portant thing was to make a beginning and to prepare for the fa tun 
in a thoroughly practical fashion, but “without breaking altogetho 
with the past.” That seemed clearly to be the line of procedure. To 
give an outline of what that future would be like seemed a vain d«u?i 
and lvould simply mean outlining another Utopia. 

It is just because his plan was precise and simple that Louis Blanc 
succeeded in claiming attention where so many beautiful but 
impossible dreams had failed. Here at last was a project which every 
one could understand, and which, further, would not be very difficult 
to adopt. This passion for the concrete rather than the id eal, for_«g? g 
practical formula that might possibly point the way out of the m of^ 
of laissez-faire, may be discovered in more than one, of_l& contem- 
poraries. It is very pronounced in Vidal’s work, for example* vi 
was the author of an interesting book on distribution which unfof* 
tunately seems to be now quite forgotten.* Much of the success of 
project, like that of the State Socialism of a later period, was 
doubtedly due to this feeling. . . 

The projected reform seemed exceptionally simple. A 
workshop was to be set up forthwith in which all branches of p ^ 
tion would be represented. The necessary capital was to be obtain 
from the Government, which was expected to borrow it. Every 
who could give the necessary moral guarantee was allowed to com ^ 
for this capital. Wages would be equal for everybody, a thin? ** ^ 
is quite impossible under present conditions, largely because ^ 
false anti-social character of a good deal of our education. ® 
future, when a new system of education will have improved ,nor . 
and begotten new ideas, the proposal will seem a perfectly *** ^ 
one.'^Here we come across a suggestion that seems common to 
associationists, namely, the idea of a new environment t 
revolution in the ordinary motives of mankind^ As to the * ( j, 

of the workshop, that will be established by election, except ur '. a 
first year, when the Government will undertake to co uci 
- * - 

• B •jehrs's propoub for the reform rf the “freat tnduwry 
different chancier. 

* Fra&fou Vidal. Dt U K/frirbM dtt RuJusut OS+fl). 
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gajiization, because as yet the members will hardly be sufficiently 
trained to choose the best representati\esj\^rfe_net revenue will be 
divided-intQjhrce^pprtiops^ of avhich_the_first will bc_ distributed 
Tietween th e^ya pnm m embers of -the association^thus-contributiog So 
a rise in the i r w ages; the_second Lportion ydll_go towards the^iipVeep 
'ofthe old, the sick, and the infirm, jar, d toward s .casi ng the burdens of 
Tome otKe rlnSustnesj while the third portion will be spent in supplying 
tools to those who wish to join the association, which will gradually 
extencfits sway” over the whole of society. The last suggestion inevitably 
reminds iis of Bu chez’s "inalienable and perpetual capital.” 

Interest will be paid on the capital employed in founding the in- 
dustry, such interest being guaranteed against taxation. But we must 
not conclude that Blanc favoured this condition because he believed 
in the legitimacy of interest, as Fourier did. He was too pronounced 
a_disciple of the Saint-Simonians ever to admit that it was legitimate. 
The time will come, he thinks, when it will no longer be necessary, 
but he gives no hint as to how to get rid or it. For the present at any 
me it must be paid, were it oniy to enable the transition to be made 
"We need not with savage impatience desiroy everything that has 
been founded upon the abuses which as a whole we are so anxious to 
remove." The interest paid, along with the wages, will form a part 
of the cost of production. The capitalists, however, will have no share 
in the net profit unless they have directly contributed to it. 

It seems that the only difference between the social workshop andl,(. 
the present factory is its somewhat more democratic organization, and 1 b 
the fact that the workers themselves seize all the profit (»>., over and | 1 
above the net interest), instead ofleaving it, as was hitherto the case, 
to the mlTipTtneut. 

But this social workshop, as we have said, is a mere cell out of which 
a new society is expected to form-’J^The amusing feature is this, that 
the new society can only come into being through the activity of 
competition — competition purged of all its more abominable features, 
that is to say.~)“ The a rm of competition must be strengthened in order 
to g et rid of co mpetition." That ought not to be a very difficult task, 
for the “social workshop as compared with the ordinary private factory 
will effect greater economies and have a better system of organization, 
for every worker without exception will be interested in honestly per- 
forming his duty as quickly as possible.” _£>n every sid e will private 
enterprise find itself threaten ed by the new system . Capital ancf worker* 
will gravit ate towards the social workshop with its greater advantages, 
Nor will the movement cease until one vast association has been formed 
representing all the social shops in the same industry. Every important 
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imlintry will fir grouped round some central factory, and "the differed 
•hops will be of the nature of supplementary establwhments.” Tc 
cross n the edifice, the different industries will be grouped together, 
nnd, instead of competing with one another, will materially help and 
support each other, especially during a time of crisis, so that the 
understanding canting between them will achieve a still more remark- 
able success in presenting crises altogether. 

4 Thus, merely by being given greater freedom the competitive regime 
wilt gradually disappear, to make way for the associative regime, and 
ns the social work shops realize these wonderful ideals the evils of 
competition will_disappear» and moral and social life w ill be c leansed 
of its present evils. V 

The remarkable feature of the whole scheme is that hardly any- 
thing new is needed to effect this vast change. 'Just a little additional 
pressure on the part of Government, some capital to set up the work- 
shops, and a few additional regulations to guide it in iu operation*, 
tlint is all. 


z^rhis is really a very important point in Louis Blanc’s doctnnc, 
which dearly differentiates it from both Owen’s and Fourier’s, ^hey 
appeared to think that the State was not necessary at all: P nva ^ 
initiative seemed quite sufficient. It was hoped that society _ 
renew itself spontaneously without any extraneous aid, andjh® B 
still the working creed of the co-operative movement. Wherever 
co-operative movement has flourished the result has been entirely 
to the efforts of its members. But Louis Blanc’s attention was o 
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employ him^ Were they to rely upon their own savings, they 
never make a beginning. 1 Moreover, somebody must start the 
and power is wanted for this. That power will be organized 
which will be employed, however, not so much as an ally, but ra ^ 
as a ‘starter.’ Ijitcmaxtionjvill necessa rily be only temg og^y. 
the scheme is started its own momentum will keep it going^The ’ • 
so to speak, “ will just give it a push: gravity and the laws of roe 
will suffice for the rest." That is just where the ingenuity °f 
system comes in, and as a matter of fact the majority of the p u ^ 

1 "The emancipation of the working classes u * very comp! ics ted bu ^f hJ bit 
bound up with so many other questions and involves such profound c : Ul ” f not s 
So numerous are the various interests upon which an apparent t-houg Pf'yU jvrr 
real attack is contemplated, that it would be sheer foliy to imagine tha t 
be accomplished by a series of efforts tentatively undertaken and .P*Vj JL^nrisn 
The whote power of the State will be required if it is to succeed. V\na ^jefine thr 

ipital, and the duty of the State is to see that he gets ir-'*»V ere •jasA 

* ,n>bank.^ (Orgi»»>“ a " lu ‘ 


lacks 
State I should prefe 
p. 14.) 
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co-opcrativc societies now at work owe their existence to the financial 
aid and adnunistrltive ability of public bodies, without which they 
could hardly keep going. 

-.\L6uu Blanc, accordingly,. is one of the first socialists t o take ca re to 
place the burden _ofreform upon the shoulders of the State.) Rodbertus 
and Lassalle make an exactly analogous appeal to the State, and for 
this reason the French writer deserves a place among the pioneers of 
State Socialism. 

This appeal of the socialists is beautifully naive. On the one hand 
they invite the adherence of Government to a proposal that is frankly 
revolutionary, in which case it is asked to compass its own destruction 
—naturally not a very attractive prospect. On the other hand the 
project seems harmless enough, and the support which the Government 
is asked to extend further emphasizes the modest nature of the under- 
taldng/^tate socialism cannot escape the horns of this dilemma by 
proclaiming itself frankly conservative, as it has done in Germany.]) 
Louis Blanc, like Lassalle after him, was much concerned with im- 
mediate results, and he failed to notice this objection. He paid con- 
siderable attention to another line of criticism, however, and one that 
he considered much more dangerous. He sought a way of escape by 
using an argument which was afterwards frequently employed by the 
State Socialists, as we shall see by and by. 

'Hie, question was whet her State intervention is contrary to liberty 
or not . “ It clearly un says Lotus Blanc, 

if you conceive ofliberty as an abstract right which is conferred upon 
man by the terms of some constitution or other. But that is no real 
liberty at all. Tull liberty consists of the power which man has of 
developing and exercising his faculties with the sanction of justice, 
and the approval of law. 1 


The right to liberty without the opportunity of exercising it is simply 
oppression, and wherever man is ignorant or without tooli he inevitably 
has to submit to those who arc either richer or better Mught than him- 

1 "The illusive conception of »n attired right baa bad a great bold upon the 
public ever sinre ■ 789. Bui it is nothing better than a metaphysical abstraction, which 
ran afford but liitle conaolation to a people who have been robbed of a definite security 
that was rratljr theirs. The ‘rights of man,* proclaimed with pomp and defined with 
minuteness In many a charter, haa simply served as a cloak to bide tlx injustice of 
individualism and the barbarous treatment meted out to the pooe voder in agia. 
Because of this practice of defining liberty as a right, men have got into the habit of 
calling people free even though they are the allies of hunger and of ignorance and 
the aport of every chance. Let US say oner for all that blerty corout*, not la the 
abstract right g'vmto' » man, hit tat the* power given him to caectisc and develop his 
faculties." (OijmisS" A Traced, p. 15.) 
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self, nntl his litarty is pone. In such cases State intervention is 
necessary, just as it is in the ease of inferior classes or minors. ! 
dairc't saying is more pithy still: "As between the weak an 
strong, liberty oppresses and law sets free." -Jusmondi had af 
employed this argument, and much capital has been made of 
every opponent or laissez-faire. 1 

In the writings of Louts Blanc may be found the earliest faint 
line of a movement that had assumed considerable proportions b 
the end of the century. State socialism, which was as yet a tempi 
expedient, by and by becomes an important economic doctrine 
numerous practical applications. 

The events of 1848 gave Louis Blanc an opportunity of p 
realizing his ideas. We shall speak of these experiments whei 
come to discuss the misdirected efforts of the 1848 socialists. Bu 
ideas outlined in the Organisation du Trsotnl were destined to a j 
permanent success in the numerous co-operative productive sod 
which were founded as a result of its teaching. They are still c 
popular with a certain class of French working men. 

Though inferior to both Fourier and Owen, Blanc gave consi 
able impetus to the Associative movement, and quite deserves 
place among the Associative socialists. 

Beside Louis Blanc it may be convenient to refer to two o 
writers, Leroux and Cabet, who took part in the same movement r 
up to the Revolution of 1B48. 

Pierre Leroux exercised considerable influence over his cont 
poraries. George Sand’s works are full of social dissertations, and 
herself declares that most of these she owed to Leroux. However, 
can hardly get anything of the nature of a definite contribution to 
science from his own writings, which arc vaguely humanitarian 
character. We must make an exception, perhaps, of his advocacy 
association,* and especially of the idea of solidarity, a trend that 
been exceedingly fortunate in its career. Indeed, it seems that he 1 
the first to employ this famous term in the sense in which it is u 
to-day — as a substitute for charity.* 

^•jApparently, also, he was the first to contrast the word ‘socialis 
‘Qf.pp. 199 it rtf. 

* “Your want of faith in association," be wrote to the National Assembly »f tE 
“will force you to expose civilization to a lembly agonizing death."' 

* VHonunoSl (1840). It would be wrong to conclude, however, that this de 
for secularizing 1 charity meant that Leroux was anti-religious. On the contrary. 
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with its antithesis ‘individualism.’ 1 The invention of these tw 
is enough to save his name from oblivion in the opinion of ev< 
sociologist > 

Cabet had one experience which is rare for a socialist: he ha 
the office of Attorney-General, though only for a short time, it 
Far greater celebrity came to him from the publication of hi: 
Le Voyage in Jam*. There is nothing very original in the systi 
lined there. He gives the usual easy retort to those who questi 
concerning the fate of idlers in Icana: “Of idlers in Icaria there 
none.” In his enthusiasm for his ideal he went farther than eithe 
or Consul <; rant by personally superintending the founding of a 
in the United States (1848). Despite many a grievous trial tb 
ment managed to exist for fifty years, finally coming to grief ir 

Cabet is frankly communistic, and in that respect resemble! 
rather than Fourier, although he always considered himself a 
of the latter. But this was perhaps due to his admiration for 1 
with whom he was personally very well acquainted Although 
a communist he was no revolutionist. He was a good-naturec 
who believed in making his appeal to the altruistic feelings t 
and was sufficiently optimistic to believe that moral conversi 
not a difficult process.* 


CHAPTER HV: FRIEDRICH LIST AND THE 
NATIONAL SYSTEM OF POLITICAL ECON 


By the middle of the nineteenth century the doctrine of Adam 
had conquered the whole of Europe Former theories were fo 
and no rival had appeared to challenge its supremacy. But dur 
course of its triumphant march it had undergone many chan; 

I W«1 Ole 6nt to employ the term *»ociali£m.' Il wa* a neologum tht 
.IT* ”* Cc *“ry term. I invented the word II an anuibenj to ‘indindi 
t w « Smote, p. *88 ) As * matter of bet, at far back *» 1834 he had cot 
article entitled Ot r Mmiualismt tl da SorWinw to the Rnvi nuyelofJJ\{ 
, w ° r d occun in the came review in an article entitled Dvcomt na U 
“ T£i^nl fawiaia, written two years before. See hu complete worki 
1 ' ■8 1 , 378. For a further account of Lerous ace M F Thomat'r IVt 


fans). 


, i ’ auU but highly imaginative production, 

r. , ocCcbet'i Lfe and the itory of Icaria fee Prudliommeaux’a two vtdumt 
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had been subjected to much critidsm. Even disciples like Say 
Malthus, and Ricardo especially, had contributed many impo 
additions and effected much improvement. Through the influen 
Sismondi and the socialists new points of view had been gained 
volving a departure from the narrow outlook of the master in 
direction of newer and broader horizons. 

(Of the principles of the Classical school the Free Trade theory 
the only one which still remained intact.^ This, however, was the i 
important of all. Here the triumph had been complete. Freedom o 
ternational trade was accepted as a sacred doctrine by the econon 
of every country. In Germany as in England, in France as in Ru: 
there was complete unanimity among scientific authorities. r 
socialists at first neglected this topic, and when they did mention i 
was to express their complete approval of the orthodox view.' A , 
isolated authors might have hinted at reservations or objections, 
they never caught the public ear.* It is true that Parliament! a 
Governments in many countries hesitated to put these new ideaj ii 
practice. But even here, despite the strength of the opposing fore 
one can sec the growing influence of Smith’s doctrine. The libe; 
tariff of Prussia in 1818, the reforms oflluskisson in F.ngiand (iflz j-a 1 
were expressly conceived by their author* as partial applications 
those principles. 

''However, there arose in Germany a new doctrine for which t, 

/> Prutrrlwn wu illuk'd by Sumondi in >iw. Pr ■« , Book IV, ihaptrr xl I 
fouikb-m) it a fruitful tmret t> f wrr-pro>iuclion, »ml ulirrril bn iDnlemnilton 
the * taunt draire of nation) foe •rtfau/Tximcy. Saint-Simon roniul'rrd ProMctK 
lo be the Outcome tfuiicnuuoul hatred (ffitm, Vtl III, p j6j, ini cummsnitr 
the ccoMuiti who had ihnn ftJl “mankind had lot one aim and that ft) Intern 
were common, and ccearquenlly that each individual in hi) mcul connexion mu 
be viewed aa CM of a company of world" [Loan 4 iui Aminiai*, (hunt, VoL I 
pp itat-lBy) The Swii'SeimuiM never touched upon the question directly, h* 
ill) tfuiie (tear dial protective right) were to Jure anplA/eui Uieu/i/uruIiweUil" 
of which they dreamt. According ic, Fourier, there VU to le the complete,! theft 
in she cirtuhiiMi <f food, atncetj the Pbalarwtfre, aft the world over {Cf fkrurgta 
Fma ta, pp Pan), I '/>\ I 

v* We ntrr to two of them only’ Ampwtin Gionwt ami tjxut Say of Name* H» 
tamer, in hi) Beckemie) nr U> Prixtifiu math* iua/wl it U IWvw in XkSnui ( |8 jH! 
a wxk shat a celebrated lodiy but which pawed unnoticed at the time of lit puMo a 
U.JO. hae er locoed the theory of free Trade Bur the ee pul. con which he air 
queotly achieved waa M baled upon tin part if the book Ima Say (l J74'’8i«) 
•a a troth er cf J B Say ft* pub<»W a number of wot It, new tpi/te feyeeeo. 
h which be tnucutd even] d.xinnn upheld by fca teothee, where dwpfearirv he 
Ifaaa inrwrtd. We rrV, tc.hi.Uwt week. /W.I «ur fa Bidet*) fri JKtXMW ft B)/eM w» 
abi fnm-.SaUs tnmn e> £ a— w ^e / c O yue 1 1?/ , f e ihta it the work to whah In' 
a 2 wio 'it it pcutnbSe that Lewie Sa/t name wcad .1 bare remained lo W 
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Merchants and manufacturers. List himself was soon taken up with 
other interests. v He was named as the deputy for Reutlingen, his native 
town, in the state of Wurtembcrg, in 1820, but was banished from the 
Assembly and condemned to ten months’ imprisonment for criticizing 
the bureaucracy of his own couhtry.'J After seeking refuge in France 
be spent a few years travelling in England, and Switzerland, and, then 
returned to WOrtembcrg, where he again suffered imprisonment. Upon 
hi* release from prison he resolved to emigrate to America, where 
L afayette, whom he had met in Paris, promised him a warm wel- 


Retumiog to Germany in 1832, after having made numerous 
tnends and accumulated a fortune, he found the tariff movement for 
vdnch he had struggled thirteen years before just coming to a head. 
It was to be established, however, in a fashion quite different from 
what he had expected. It was not to be a general reform, and Austria 
was not to be leader. -Prussia was to be the pivot of the movement, 
which was to be accomplished by means of a series of general agree- 
ments. In 1828 there were formed almost simultaneously two Tariff 
Unions, the one between Bavaria and WUrtemberg, the other between 
•rosia and Hesse-Darmstadt. Within the areas of both of these 
unions goods were to circulate freely, and a common rate of duty was 
t° be established at the frontiers. From the very fine there was a 
,a tpr<xhement between the unions, but a definite fusion in one Zollverein 
was only decided upon on March 22, 1833. The new regime actually 
Camc *°to being on January 1, 1834. Even before that date Saxony 
®^A otne oT the other states had already joined the new union. 

. hul by 1834 the commercial union of modem Germany was 
v *rtually accomplished. The Zollverein united the principal German 
j^tes,’ Austria excepted, and under this regime industry, assured of a 
“tKe domestic market, increased by leaps and bounds. But a new 
'em presented itself, namely, what system of taxation was to be 
^ hy the union as a whole. In 1834 the liberal Prussian tariff 
leiB was adopted without much opposition, but nothing more was 
tji'^P 1 *^ i 081 then. s^Iany of the manufacturers, however, especially 
eiron-smehers and the cotton and flax spinners, demanded a more 
tantial means of protection against foreign competition.^ This 
°V r became more intense as the need for iron and manufactured 
increased the demand for raw material. Hence from 18.41— the 
c the completed Zollverein — a new discussion arose between the 


oJfS Frankfort joined in 183s and 1836. But there ttill remiine 

Oy a>b Jr^*’" lbur * and the Free Towns of the 1 time, Hsnover, Brunswick, and 
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puts it, in an awkward enough fashion, “the increase of its exchange- 
able values.” 1 This fundamental point of view must be changed if we 
would avoid the consequences which naturally follow from it. List 
realized this, and in his attempt to accomplish the task he gave expres- 
sion to new truths which make his book one of lasting theoretical 
value and ensure for it an important place in the history of economic 
doctrines. 


In fa ct, he introduces two ideas that were new to current theory, 
namely, the idea of nationaiity~ as co ntrasted with that of cosmopoli- 
tanism, and the idea of productive power as contrasted with that of 
exchan ge values. List's whole system rests upon these two ideas. 

(u) list accuses Adam Smith and his school or cosmopolitanism. 
Their hypothesis rested on the belief that men were henceforth to be 
united in one great community from which war would be bariishcd. 
On such a hypothesis humanity was merely the sum of its individuals 
individual interests alone counted, and any interference with economic 
iberty could never be justified ./ But between man and hu manity mu st 
? interpolated the history of n ations, and^the ‘school ’ hadforgotten 
£2 Every man forms part of some nation, and his prosperity to a 
' ar 8 e extent depends upon the political power of that nation. 1 

Universal tntenU is doubtless a noble end to pursue, and we ought 
hasten iu accomplishment. (But nations to-day are of unequal 
•trength and have different interests, so that a definite union could 
only benefit them if they met on a footing of equality.^ The union 
uught even only benefit one of them while the others became depen- 
*hnt. Viewed in this new light, political economy becomes the science 
which, by taking account of the actual interests and of the particular 
condition of each nation, shows along what path each may rise to that 
“cgrec or economic culture at which union with other civilized nations, 
secompanied by free exchange, might be both possible and useful.’ 


bUt » expression “ exchangeable value" merely signifies the mass of present advan- 
profit existing at the moment. It is not a very happy phrase, 
I h T M ** “ ® Te * t mistake to take it literally or to attach great importance to it- 
c“ J. ' *• l *t rrKll t P 186, he give* expression to the same idea by saying that 
tli 1 1 * whool had in view “ the exchange of one material good for another,” and 
j ’U concern was chiefly with “such exchanged goods rather than with productive 
I*** - "c note that List never speaks of Ricardo, but only of Smith and Say, 
7? wxnki alone be seems to have read. 

Amen, 0 *** ^‘* n “d the Hanseatic cities, in Holland and England, m France and 
we find the powers of production and consequently the wealth of individuals 
ind”* w .P r ' > P Qr ^ on *° the liberties enjoyed, to the degree of perfection of political 
fcr nutittiiions. while these, on the other hand, derive material and tumulus 
p^j further improvement from the increase of the material wraith and tl 
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LIST AND ECONOMIC CONDITIONS IN GERMANY 2B1 
of manufactures.* But where these conditions are given then it becomes 
a nation’s first duty to exert all its forces in order to attain this stage. 
Germany possessed these desiderata to a remarkable. degree. All that 6 " ~ 
was needed was an extension of territory, and '•'List lays claim to ‘ ^ 
Holland and Denmark as a portion of Germany, declaring that their 
incorporation would be regarded even by themselves as being both 
desirable and necessary. Accordingly, he wished them to enter the 
Confederacy of their own free will.** 

''Hence the aim of a commercial policy is no longer what it was 
for Smith, viz , the enriching of a nation,/! t is a much more com- 
plex ideal that List proposes, both historically and politically, but 
sn ideal which implies as a primary necessity the establishment of 
fnanufactura. 

(A) This necessity becomes apparent from still another point of view. I ' 
!he estimate of a nation’s wealth should not be confined to one par- 
ticular moment. It is not enough that the labour and economy of »ts 
itnens should at the present moment assure for it a great mass of 
'change values. It is also necessary that these resources of labour and 
f economy should be safeguarded and that their future development 
hould be assured /(for “the power of creating wealth is infinitely more 
®portant than the wealth itself.*) (fr nation should concern itself 
wh the growth of what List in a vague fashion calls its productive 
orces even more than with the exchange values which depend upon 
hem.y Even a temporary sacrifice of the second may be demanded 
°r the sake of the first. <In these expressions list merely wishes to 
^phasize the distinction between a policy which takes account of a 
''■ion’s future as compared with one which takes account only of 
•uc prescnt.^<^A nation must sacrifice and give up a measure of 
material property in order to gain culture, skill, and powers of united 


On the question of Ibe induitriat vocation of the temperate zone and the agn- 
lUital voeation of the torrid compare .Yunona/ Sjrittm, Book II, chapter tv. 

The German nation will at once obtain what it is "now in need of, namely, 
cn '* naval power, maritime commerce and colonies.” (A'ahanoi SjtUm, 
of hu nMu^ 1,0 difficulty in allying his patriotic idealism with die practical tide 

< J'* 1 * >CT,, cly distinguivhe* between exchange values and productive forces, 
^ he duiinctsnn It by no means a happy one. For a policy which aims at en- 
, *S'"S productive forces has no other way of demonstrating its superiority than 

"‘htC’^nd in^I!^ v * ,0 1 f : The * wo n ? ,iora *"■ n0 ‘ ““ 

•tale ’ 11 "* . omr '* * n,,Km * »e*!'h we nun take some account of its promt 

til »>.”* '?’? future resource*. In his Oltrri la fnjrrWf (</. Letter IV, referred 

„ ** he.distingiiishe* between “natorsl and intellectual capital "on the one hand 
"The produc, " T eapital” on the other (Adam Smith 1 * »dea of capital), 

ehlcfl ^ T '"' >rt ' rc poweti of the nation depend not only upon the latter, but al«o and 
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{jlanufacturts permit of a better utilization of a country’s products 
than is the case even with agriculture. Its water-power, its winds, its 
minerals, and its fuel supplies are better husbanded jVThe presence of 
manufactures gives a powerful impetus to agriculture, for the agri- 
culturist profits even more than the manufacturer, owing to the high 
r ent, in creased profits, and better wages that follow upon an increased 
demand foT .agricultural products. V-The very proximity of manufac- 
tures constitutes a kind of permanent market for those agricultural 
products, a market which neither war nor hostile tariffs can ever affect. 
It gives rise to varied demands and allows of a variation of cultivation, 
v-tuch results in a regional division of labour. This enables each dis- 
trict to develop along the most advantageous line, whereas in a purely 
cultural country each one has to produce for his personal con- 
ption, which means the absence of division of labour and a conse- 
nt Imitation of production. 1 s' 

idu stry for List is not what it was for Smith, vfor him it is a social 
e t Ae creator of capital and of labour, and not the natural result 
■hour an d saving. It deserves introduction even at the expense of 
mporary loss, and its justification is that of all liberal institutions, 
»ely, the impetus given to future production. In a beautiful corn- 
son which would deserve a niche in a book of classical economic 
tations he writes as follows: 


It is true that experience teaches that the wind bears the seedf 
om one region to another, and that thus waste moorlands have| 
eeri transformed into dense forests; but would it on that account, c 
« wise policy for the forester to wait until the wind in the course, 

' ages £ fleets this transformation’ 1 


: apparently, is the only method of raising the wind, 

ly placing himself at this point of view List is able to defeat the 
st powerful arguments used by his opponents. AH we can say in 
'V is that manufactures will not produce these effects if they have 
already a raison d’/tri in the natural evolution of a nation — that is, 
hey do not demand too costly a sacrifice. The land on which the | y 
tier sows his com can scarcely be regarded as ready to receive it if 
Arks the power to make it grow. 

ust s Protectionism, as we may guess from what precedes, possesses 
gtnal features. It is not a universal remedy which may be in- 
herently applied to every country at any period or to all its products. 

■s a particular process which can only be used in certain cases and 
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Wl Svw in that case Protection can be justified *' only until that 
manufacturing power is strong enough no longer to have any reason 
to fear foreign competition, and thenceforth only so far as may be 
necessary for protecting the inland manufacturing power in its very 
roots," 1 


(4)'' Lastly, Protection ought never to be extended to agriculture, 
yhc reasons Tor this exception are that on the one hand agricultural 
prosperity dependsto a great extent upon the progress of manufac* 
lures— the protection of the latter indirectly benefits the former — and 
, ' on the other hand an increase in the price of raw materials or of food 
• would injure industry. Moreover, there exists a natural division which 
I is particularly advantageous to the system of cultivation pursued by 
each country, a division dependent upon the natural qualities of their 
•oils, which Protection would tend to destroy. This territorial division 
t ^ ocs not exist for manufactures, “for the pursuit of which every nation 
tn foe temperate zone seems to have an equal vocation.”* 
wne might experience some difficulty in undemanding the sudden 
j Mllt-foee of Listen favour of free exchange in agriculture did we forget 

■ the particular, situation in Germany, to which his thoughts always 

\ returned. This is equally true of many other points in his system. 

’ Germany was an exporter of corn and suffered from the operation ol 

f foe English Com Laws. German agriculture needed no protection, 

j ^ ut suffered from want of markets, and List would have been very 

; happy to persuade England to abandon her Corn Laws. Agricultural 

I protection was only revived in Germany towards the end of 1879, 

when the agriculturists thought they were being threatened by foreign 
competition. ✓ 

• Y . ,n/fC 

>«: SpU RCES OF L IST’S INSPIRATION. HIS INFLUENCE 
UPON SUBSEQUENT "PROTECTIONIST DOCTRINES 


The ques tion of the origin of List’s Protectionist ideas has frequently 

JjOhe arguments that has been moat frequently used by British manufacturer! in 
Put in demanding protection against American comped non. We would hie 
tnknow what List would base thought of this. 

ih„ Sj,,b, "r P‘ ‘« 4 - lhe "hole of chapter xvi of Book II He considered 

L _ 11 woujd be a further error if France, after her manufacturing power has 
[not _ r njfliciemly strong and established, were not willing to revert gradually to» 
moderate tyvem of Protection and by permuting a l.tnnrd amount of compel,- 
* Bj 1 mino ^ c,u, rrs to emulation." (ftuL, p. 349.) 
j . ” • P' * 51 . and especially p. l(l, etc., where with a sudden change of front be 
’ n ^ avouf Free Trade in agriculture, and employ* the arguments 

. Tr ** Traders had applied to all products. Compare a: — - *■ — *• - 

“by the vr • — “ 

***“'*' foreign competition.’' 


aucts. uimpsir again p. ejo. w nerr ne 
re of things is sufficiently well protected 
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Hadelphian society, which was then presided over by Matthew Carey 
le father of the economist of whom we shall have to speak by and 
), immediately after List's arrival in America inaugurated an active 
mpaign on behalf of a revision of the tariffs, ^ngersoll, the vice- 
csident, persuaded List to join in the campaign, which he did by 
iblishing in 1827 a number of letters which caused quite a sensation^ 
’ev are really just a rdsumi of the National System. vThe policy which 
the course of a few years he was to advocate in Germany he now 
commended to the consideration of the Americans.^ 

But facts were even more eloquent than books, and what chiefly 
"uck the practical mind and the observant eye of List was the material 
ccess of American Protection, just as in Germany he had been im- 
rssed by the beneficial effects which temporary Protection enforced 
f the Continental Blockade had produced there. 1 
Far from being injurious to the economic development of the United 
it seemed as if Protection had really helped it. What it actually 
id was to quicken by the space of a few years an evolution which 
foturc herself was one day bound to accomplish. So vast was the 
frntory, so abundant the natural resources, and so advantageously 
W they placed for the application of human energy that no system, 
owevtr defective, could long have delayed the accumulation of wealth. 
Tic similar condition of Germany lent colour to the belief that the 
lme experiment carried on in similar circumstances would also 
“tcetd there. 

Accordingly, List's work, though not directly connected with any 
nown American system, is the first treatise which gives a clear indiea- 
'°n of the influence upon European thought of the economic ex- 
xriences of the New World. 

In a beautiful paragraph in the National System List has himself 
confessed to this. 


^"hen afterwards I vijited the United States, I cast all books 
.aside — they would only have tended to mislead me. The best work 

to imbue one with the idea of nationality. Moreover, Protectionists' 
^SMnirnu are extremely limited In number, xo that they do not differ very much 
t* frWn^h'LJ * 0 * n0t ^ CT ’ ,ru * ** “ * comparatively easy task to find rant precuraois 

^ftibluhed m a volume entitled Oulluui tf 4 Jfem Sjilewi #/ I'd, heal Eamcmy, t» • 
“V 1 Utter tAJirtuJ by F.lMtlo Carrier hgeritll (Philadelphia, 1837). Thu publics* 
of ,, . " bnd a place in the collected edition published by Hausser, but the whole 
(1__ i” Incorporated in the interesting Ijfi »/ Friedrich List by Marram E. Hirst 

•tv"' 

hide ’! ?*** **** 5 ° m >deration that influenced him in adopting a Protechoniit atti- 
hvlheno he had regarded himself as a disciple of Smith and Say. 
* “ p. 173) 
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carried on by List in the columns of his newspaper. 1 But the lib- 
eral reforms carried out by the English Parliament under the 
Premiership of Peel were during that very same year crowned by the 
abolition of the Corn Laws. This measure caused much consternation 
throughout Europe, and the confirmation which Cobden’s ideas thus 
received influenced public opinion a good deal and gave a Liberal 
trend to the commercial policy of Europe during the next few years. 
Tbe regime of commercial treaties inaugurated by Napoleon III was 
an outcome of this change of feeling. 

Vuowards the end of 18m a vagu e kind of Protectionism made its 
appearance in Europe. Tariff walls were raised, but they never 
accmed to be high enough. One would like to know whether these 
new tariffs, established successfully by Germ any and Prance, were in 


any way inspired by List’s ideas. |i h' 

It does not seem that they were. Neither of the two countries which 
J>ave remained faithful to a thoroughgoing Protection any longer needs 
industrial education. Both of them have long since arrived at that 
complex state which, according to List, is necessary for the full develop- 
ment of iheir civilization and the expansion of their power. Were he 
*o return to this world to-day. List, who so energetically emphasized the 
relative value of the various commercial systems, and the necessity of 
adapting one’s method to the changing conditions of the times and the 
character of the nation, but always laid such stress upon the essentially 
temporary character of the tariffs raised, would perhaps find himself 
ranged on the side of those who demand a lowering of those barriers in 
me interest or a more liberal expansion of productive forces. Has he 
mielf not declared that "in a few years the civilized nations of the 
^°r!d, through the perfection of the means of transport, through the 
influence of material and intellectual ties, will be as united, nay, even 
more closely knit together, than were the counties of England, a hun- 
gd years ago”?* 

►'CA'en the profound changes in the international economic situation 
, unn B the nineteenth and twentieth centuries fail to supply a serious 
justification for the Protectionist policy of the great commercial nations, 
* n< ^ the essential traits of this new regime difier lolo ctrlo from the out- 

{’UrtmuliaK, which was published by him towards the end of 1B43. 
a&osaf tyitna, p. J30. We do not by any means imply that the Germany of 
* *1 **** * n K^alf r need of Protection than the Germany of to-day. Indeed, if 
SairmJ*" '"P 1 *'’* slew, we may seell deny this, for, writing in 1819. he said that 
taW* C *J U ^ ■ * place in the front rank of European nations in the matter of 
Vas ,P r *ting of Prussia, he declared that the industry of Aia-la-Ovapelle alone 

h is u, sjT *° ” , *' J l‘sh the fame of any nation (Or rMurtrit fitn-tiit, Vol. I, p. 73). 
*-1111. rrTI, rmbcml that the great industrial prosperity enjoyed by CeTmany 
'Bit and 1914 sea, based on a very liberal economic system. 
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published in 1858-59, bear a striking resemblance to those of his 
German predecessor. 

, -(.Carry, like List, directs his attack against the industrial pre- 
) eminence of England, and substitutes for the ideal of international 

(division of labour the ideal of independent nationality, each nation 
devoting itself to all branches of economic activity, and thus evolving 
its own individuality ^VjCecording to him. Free Trade tends to “estab- 
jish one single factory for the whole world, whither all the raw produce 
has to be sent whatever be the cost of transport." 1 * * The effect of this 
system is to hinder or retard the progress or all nations for the sake of 
this one. But a society waxes wealthy and strong only in proportion 
« it helps in the development of a number of productive associations 
''herein various Linds of employments nre being pursued, which in* 
ttease the demand for mutual services and aid one another by their 
very proximity. Such associations alone are capable of developing 
the latent faculties of man* and of increasing his hold upon nature. 
These two traits help to define economic progress. <yndcr a slightly 
different form we have a picture of the normal nation or the complex 
State so dear to the heart of Friedrich List— an ideal of continuous 
Progress as the object of commercial policy being substituted for one 
of immediate enrichment. } 

iFtfllowing List, but in a still more detailed fashion, Carey sought to 
*how the beneficial effects that the proximity of protected industry 
'rould have upon agriculture. But unfortunately there are other 
® r gronents upon which Carey lays equal stress that are really of a much 
®ore debatable character. 

\ Protection, according to Carey, by furnishing a ready marketTfor 
a gn cultural products, would free agriculture from the burden of an 
exorbitant cost of carriage to a distant placed This argument, which 
merely threw out as a passing suggestion, continually recurs with 
e American author. OJut, as Stuart Mill justly remarked, 4 if America 
consents to such expenditure it afTords a proof that she procures by 
•"cans of international exchange more manufactured goods than if she 
manufactured them herself. 

Another no less debatable point :^The exportation of agricultural 
Products, says Carey, exhausts the soil, for the products being con- 
•nmed away from the spot where they are grown, the fertilizing agents 
* !C ^ l f»ey contain arc not restored to the earth; a manufacturing 
Population in the immediate neighbourhood 1 would remedy this.} But, 

1 Carey, Principles of Social Science. 1 Iltd. 

*Jftlional System, Book II, chapter iii 

Principles ej political Economy, Book V , chapter a, par* i. 


f in ^ J * Wai one or *l **'"«! by ^^«ca nt 

t/iere ar nff **»*#. 0n * the &« to h- p0rt «ioa 

C ° Ur »rr6 a , ‘ “ * d *ai,ia 4e . j* "° n «vfticfc 
.. "atancfti 6v ,, « e - arantim, . cn na fUra/ , , J 


c °wnterfaqj a ‘ ,,U adl 'ant a ^ ,n f e, " ,0 'i »»■/,/<./, * n/r Vm, 


s-ssgss^r 

f^sSp.i^S 

C£s- -§*s» **5 

.^Pfecai/ ffl - 

?! ont °Un)H~ i ?* aa *it yoF *. ' eeB, **«S 


1 


aU fV 10086 

/'Ofltoij U ^«auni/ an( ' eeo, fc 

aSSSSSFSSSa 

PomJatjQn orhi* 3 -** CVo,v *d bef? 0 ^ tItan books ,L ,Uppi 
tiv c re _. " 0f/us idea,. V |- f 7 er ° re A« v erv ecor 

s^sat-7=;wsr 


or ^ '«'<"* /.« ;; a. ;;; 

dcru c, that i d ^tiplyinir h tl>C produ ceof l >Cf en, 'reJ 
■aifccr A mma„ on tfc wbo ^° PKd - « 


. ..„ ““""no, ~ ‘Pplint l 

S^rjSaa.*-^^ *• ~ * 

«4d b^. n Uie conrf,. ,hc oio*j f ' Wc * of xn Jn . 


) U RGBS OF list’s INSPIRATION 


influence of List. It remains to be seen whether List had any influence 
upon European doctrines. 

»He undoubtedly succeeded in forcing the acceptance of the idea of 
a temporary Protection for infant industries even upon Free Traders. 
\T he most notable convert to this view was John Stuart Mill. 1 ''But it 
was^a somewhat Platonic concession that he made. He thought it 
inapplicable to old countries, for their education was no longer in- 
complete, and at best useful only for new countries. 

Can modem Protectionists claim descent from List-’ In the absence 
of any systematic treatise dealing with their ideas, it is not always 
tar / 10 glean the significance of their doctrines from the various articles, 
discourses, and brochures amid which they are scattered. 3 Neglecting 
fliose writers who are merely content to reproduce the old fallacies 
of the Mercantile arguments concerning the balance of trade, 3 the 
majonty of them appear to base their case more or less explicitly upon 
Principal arguments: {i) the necessity for economic autonomy; 
W the patriotic necessity of securing a national market for national 
Products. These two points of view, which are more or less clearly 
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Inn he thought that this guarantee would of necessity have to be 
limited to the period when a nation is seeking to create an industry for 
itself; at a later period foreign competition becomes desirable in order 
to keep manufacturers and workmen from indolence and indifference. 1 

At no period was List anxious to make economic autonomy or the 
preservation of the home market the pivot of his commercial policy. 
(The creation of native industry is the only justification of protective 
rights, but this is the one point which modem Protectionists cannot 
insist upon without anachronism. 

last left mo marked traces of his influence either upon practical 
politics or upon Protectionist doctrines. It is in his general views that 
" e must seek the source of his influence and the reason for the position 
which he holds in the history of economic doctrines. 


HI; LISTS REAL ORIGINALITY 


last's method is essentially that of the pioneer. He was the first to 
roake systematic use of historical comparison as a means of demonstra- 
ti on in polit ical economy. Although he can lay no claim to be the 
founder "oTthe method, still the brilliant use which he made of it 
justifies us in classifying him as the equal, if not the superior, of those 
who at the same moment were attempting the creation of the Historical 
school and the transformation of history into the essential organon of 
economic research. 

dso introduced new and useful points of view into economics. 
The principle of free exchange as formulated by Smith, and especially 
hy Ricardo and Say, was evidently too absolute and rested upon a 
ctnonstration that was too abstract for the ordinary politician. If, as 
t justly remarks, the practice of commercial nations has so long 
remained contrary to a doctrine that all economists regard as ad- 
orable, it is not without some just cause As a matter of fact, can the 
statesman ever place himself outside of the point of view of national 
interest of which he is the custodian? It is not enough for him to 
that the interchange of products will in some degree increase 
l "’* He must be certain that this increased wealth will benefit his 
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(\VMi similar enthusiasm he devoted himself to two apparently 
contradictory tasks— the suppression of interstate duties and the 
establishment of protective rights. To him there was no element of 
contradiction in this, any more than there would be for us in a national 
system of political economy with no protective rights-* 

He also extended the political horizon of the Classical school and 
substituted a dynamic for their purely static conception of national 
development. His thorough examination of the conditions of economic 
progress is a contribution to the study of international trade exactly 
analogous to the contribution made by Sismondi to the study of 
national welfare. But, unlike Sismondi, who wished to retard this 
progress, he is anxious to stimulate it, and so he charges the State with 
•he duty of safeguarding the future prosperity of the country and with 
furthering its production. The actual procedure, involving as it did 
the establishment of protective rights, may appear to us to be unfor- 
tunate.* But the idea which inspires it — the recognition that in the 
interests of the future national power has a definitely economic role — 
u essentially sound. To-day it is a mere commonplace. But when List 
enunciated it it was quite a novel idea. 

In attempting to define List’s real significance one feels that he 
jailed in the achievement of his chief aim. Jie has not succeeded in 
leaking down the abstract theory of international trade.' Oil f if his 
"erk has retained any lasting value — apart from the literary talent 
that characterizes it — it is because he tries, by adopting for the first 
tune since the great eighteenth-century economists a purely national 
standpoint, to define, for a given country at a given moment, a positive 
0 ^ CUvc for *** economic policy. It is not a general theory of foreign 
— e^that List endeavours to formulate, but a precise view, after the 


Grir*, that Usx’i gioioi admirer, Unhung, in his KViIuihi 

that P . tmj da Sa&alumus (and ed., p. 36a), insists on the fact 

«f natT ,tr ^ 110n 1,01 *" t35 * ntl ’ a l element, but a mere temporary form of the principle 
must iT • rcon °mic solidarity, which is List’s fundamental conception, and which 
Cartv *°rms *>r Protection. Ddhring is the only real successor of List and 

hunifir * n developed their ideas with a great deal of ability and has shown 
,1,' p* re *Uy scientific thinker. But wbat he chiefly admires in both writers is not 
he beteTS 10 ”’ but * htlr effort *° lay ho,d of,hc mal cnal and moral forces wh.cb 
depends ti! ^ tra fa . ct ° r ** chan 8 e i »nd upon which a nation’s prosperity really 
wading lU d " AWstsaT- urj Social-ukommu (Berlin, 1873) is very interesting 

resaw?! Saint-Simonians nobody seems to have conceived of the State's 
& pecialiv s^sh* * v ,don ’‘ P roducli ve forces List refers to them sympathetically, 
these those w h°> '‘he Micbd Chevalier, “sought to discover the connexion of 
the premier schools, and to male their ideas compatible 
■a ha [<* 5 r •“f U ^ ta f c "” (A'utionaf System, p 187). But List differs from them 
political a . ln<J,vl “ ui l liberty and in the importance which he attaches to moral, 
1 ana intellectual liberty as elements of productive efficiency. 
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.The question then arises as to \vhether Proudhon regards all property 
1 dieft vDoes he condemn (appropriation; or is it the mere fact of 
ossesion that he is inveighing against? This is how the public at 
irge have viewed it, and it would be useless to deny that Proudhon 
nes a great deal to this interpretation, and the consequent consterna- 
2? of the bourgeoisie. But his meaning is quite different. Private 
roperty in the sense of the free disposal of the fruits of labour and 
mn S ** in his opinion of the very essence of liberty. At bottom this 
1 nothing more than man's control over himself. 1 But why attack 
in >pet1y, the n? property is attacked because it gives to the proprietor 
nght loan income for which he has not worked.} It is not property 
s,|udt, but_lhe right of i.eschcat* that forms the butt of Proudhon’s 
ittac ^i *nd following the lead of Owen and other English socialists, 
“.die Salr.t-Simoniarw, he directs his charges against that 
ffittof escheat which, according to circumstances and the character 
rcver| ue, is variously known as rent, discount, money interest, 
$nailturat privilege, sinecure, etc.* 

^£l«J2y_»odalht, Proudhon considered that labour alone was 
J5?uctiyc.* Land and capital without labour were useless. Hence 
, e “ cma nd of the proprietor for a share of the produce as a return 
j*V c semce "hich his capital has yielded is radically false. It is 
7*™ upon the supposition that capital by itself is productive, whereas 
^J^apitaiist in taking payment for it literally receives something for 


* VoL *• PP- a, 9. 4i». 

lomlt, p. ag. We mnl with the rnnr idea in other passages, 
d'ainrfr' Un f fr **' e udluenre of division of labour has become a mere Jink in the 
from 1U0n > *" < 1 the proprietor himself a lmd of toll-gatherer who demands 
t£ Am,. C ' rr J , _ cornjno dity that passes his way Property is the real thief." (Banqui 
, oul * 1 *lso remember that Proudhon did not consider that 
‘ , * ,I £c«sa' ll ' V1 i! illegal. In the controversy with Bastiat he admits that it 

WfcZyJ" ?“ t * t>ot lijt he l 1 * 1 found a way of getting rid of it altogether. , 
*jlue [, jl. ^. uUqguish between this and Marx’s doctrine, ^farx believed that all 
thould in °f l*hour. Proudhon refuses to admit this,} He thinks that value 


•hare (ujT- ' , y * 0Q ety. Marx was quite aware of the fact that Proudhon did not 
that the cnvl ** ^ Phitmopha) Proudhon follows Rodbertui, who taught 

1 ■“< "» 'i™ "'»>• — w uw. 

had Sod o'niMi 1 ’’ PP- 1 3 1— r It is true that Proudhon adds that without 

"hen hf “ r would be unproductive. But he soon forgets his qualifications 

®f *he Esth,.-. ft 1 exclusions, especially when he comes to give an exposition 

y si follow,- All a whoe ** meet with the following sentence: “Society « built 
Jj* in Uir ecunom' r * w ma,cr tal required is gratuitously supplied by nature, so 
* 'Wuidered ,c world every product is really begot of labour, and capital roust 
*™W Elsewhere he writes: “To work is not necessarily to 

P %) ,n S' (Stluti ait da PrMim, ucial, (Bara, Vol. VI, pp. 261 el «?., and 
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'v** 5Sr- for 4 «»wi4(i rrj I ? ,vnr;,, ,on 1 ;: n : r ^ K> P u f 

ZZZ4Z - 

cc :'" 

'=•**■-"' j " ~-»r* ■*' '»r:.t,.T”"t"M, * 


PRIVATE PROPERTY AND SOCIALISM 


305 


chief concern was to preserve them, but at the same time to suppress 
the conflict that exists between them.VThe socialists aim merely at 
destruction. For competition they would substitute an associative 
organization of labour; instead of private property they would set up 
community of goods 1 or collectivism; instead of the free play of per- 
sonal interest they would, according to Fourier, substitute love, or love 
and devotion, as the Saint-Simonians put it, or the fraternity of Cabet. 
But none of these satisfies Proudhon. 

'He dismisses association and organization as being detrimental to 
the liberty of the worker.* Labour’s power is just the result of “collec- 
tive force and division of labour.” ^Liberty is the economic force par 
txctlUnci . ) “ Economic perfection lies in the absolute independence of 
•he workers, just as political perfection consists in the absolute inde- 
pendence of the citizens."* 05 Liberty ," he remarks in an address 
delivered to the electors of the department of the Seine in 1848, “is 
•he sum total of my system — liberty of conscience, freedom of the Press, 
freedom oflabour, of commerce, and of teaching, the free disposal of 
•he products of labour and industry — liberty, infinite, absolute, every- 
where and for ever.” He adds that his is “ the system of ’89,” and that 
he is preaching the doctrines of Quesnay, of Turgot, and of Say. 
Indeed, it would not be difficult to imagine ourselves reading the 
Classical rhapsodies concerning the advantages of Free Trade over 
again. 4 


‘ , mcn together with ties stronger than any which tywip&thetic combination or 
voluntary centric! c»n supply." (Wt gMral. it la R/volulson aa XtX< SUcU, p 95 ) 
e economic forcei ire somewhat differently enumerated in chiptcr xin of La 
AtoW its Claim ei umlrts. Association ind mutuality ire mentioned, but while 
^ognpiing the prestige of the word “association,” especially among working men, 
"r U °™ n concludes that the only reil association ii mutuality — not in the letue of 
utual aid society, which he thinks is altogether 100 narrow, 

1 .* “ * nle that Fourier was not a communist. Proudhon shows that on the one 

tin 1 hU Ph *’ an5,fre would abolish interest, while it would give a special remunera- 
a i* ,Cnt 0,1 the odirr, simply because "talent is a product of society rather than 

«ui or nature.” (PnfmJU, sir M/metrt, p. t 5 6.) 

roudhon’s opposition to the principle of association is very remarkab'e He 
. f *. to 11 mor e than once, but especially in the tilt glnhalt it la Riialulum "Can 
By in"'-** ** * n economic force? For my own part I distinctly say. No. 

„ ? " ** slenle, even if it does not check production, because of the limits ii puts 

rc u!‘.. th u,_ 1 ‘ t * rly of ,he workCT ” < p - 89O "Association means that everyone is 
re else, and the least counts as much u the greatest, the youngest 




'* ujdest. It gen rid of inequality, wills the result that there is general awkward- 
, '"opacity." (Usi) 

rbWntun, ifmmbh par It Coup i'Plal, pp. 53, 54. Elsewhere: “Whet* you 
0r * aniain * Isbour it seems as if you would put out the eyes of liberty.” 
« A aMU ** * (Earns, Vol. VI, p. 9 1 .) 

HfLiy'T!'"" ^'u/Khonsant. To the electors of the Seine, in the Rrpr/sttlanl it Pnp!r 
IWmeri.Vol. XVII, pp. 4J, 46.) 
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ethical counterpart of the economic precept of mutual service. 1 

Reciprocal service must be the new principle which must guide us in 
rearranging the economic links of society.^ 

And so a criticism of socialism helps Proudhon to define the positive 
bans of his own system. The terms of the social problem as it presents 
itself to him can now be clearly followed. On the one hand there is 
the suppression of the unearned income derived from property — a 
revenue which is in direct opposition to the principle of reciprocal 
service. On the other hand, property itself must be preserved, liberty 
of work and right of exchange must be secured. <^In other words, the 
fundamental attribute of property must be removed without damaging 
the institution of property itself or endangering the principle of 
liberty, *> 

It is the old problem of how to square the circle. The extinction of 
unearned incomes must involve the communal ownership of the instru- 
ments of production, although Proudhon did not seem to think so. 

^ Hitherto the reform of property had been attempted by attacking the 
production and distribution of wealth. No attention was ever paid to 
exchange. V*ut Proudhon thought that in the act of exchange inequality 
cref P* in and a new method of exchange is needed. ^Towards the end 
of the Contradictions iconomiquts he gives us an obscure hint of the kind 
of reform to be aimed at. After declaring that nothing now remains 
to be done except “to sum up all contradictions in one general equa- 
t*on,” he proceeds to ask what particular form that equation is to take. 
»"e have already, he remarks, been permitted a glimpse of it.\‘J_It 
®ust be a law of exchange based upon a theory of mutual help. This 
; Wr y °f mutualism— that is, of natural exchange — is from the collec* 
five point of view a synthesis of two ideas — that of property and that 
< L_cpmmunism." No further definition is attempted. In. a letter 
'rotten after the publication of the Contradictions he still refers to him- 
* 25 8 simple seeker, and states that he has a new book in preparation, 
m which these propositions are to be further developed. 

. °° ut the same time he had laid out his plans for active propaganda 
to Ihe Press. But the Revolution of 1848 threw him into the mlUt of 
P*ny politics and hastened the publication of his theories 

n Order to give a better idea of Ute place occupied by Proudhon’s 
eas ’ an( I to show how they were connected with the socialist experi- 
crt5 °f the time, we must say a few words about the Revolution itself. 

mutu *l service is farther developed, especially in Orecxutlun At 
’ Thu • V (®i«r*», VoL VI, pp. 91-93), and in tilt thtreU, p. 97. 

* r “ ovr *be problem is put in the preface to the fast MAnatre. 

VoL II, p.414. 
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>*31 give you the right of property.” 1 The same idea has been revived 
in our own day, after the long period of post-war unemployment, but 
with a new formula: ‘full employment’ is now proposed as the funda- 
mental objective of economic policy. 

Workmen thought that the first duty of the Provisional Government 
was to give effect to this formula. On February 25 a small group of 
Parisian workmen came to the Hfitel dc ViJJe to urge their claims, 
and the Government hastened to recognize them The decree drawn 
up by Louis Blanc was as follows: “The Provisional Government of 
the French Republic undertakes to guarantee the existence of every 
Worker by means of his labour. It further undertakes to give work to 
all its citizens." The following day another decree announced the 
“nmediate establishment of national workshops with a view to putting 
the new principle into practice. All that was necessary to gain admis- 
sion was to have one’s name inscribed in one of the Parisian municipal 
offices. - 


Louis Blanc in his book of 1841 had demanded the establishment of 
jaxaap workshops. Public opinion, misled by the similarity of names, 
*nd encouraged to persist in its error by the enemies of socialism, 
fought that the national workshops were the creation of Louis Blanc. 
Nothing could be more incorrect The ‘social’ workshops, as we 
know, were to engage in co-operative production, whereas the national 
Workshops were to provide employment for idlers. Similar institutions 
had been established during every crisis between 1790 and 1830, 
generally under the name of “ charity works.” Moreover, it was Marie, 
>he Minister of Public Works, and not Louis Blanc, who organized 
«m. Far from providing work as the socialists had hoped, the 
Government soon realized that the workshops afforded an admirable 
opportunity for binding the workmen together into brigades which 
“'ght act as a check upon the socialistic tendencies of the Luxembourg 
Commission, then presided over by Louis Blanc. The workshops 
were placed under the management of £milc Thomas, the engineer, 
o was an avowed opponent of the scheme. In his Histoire ties 


blurs nationaux, written in 1849, he tells us how they were controlled 
y him in accordance with the wishes of the anti-socialist majority of 
e Provisional Government.* 


* E TiwbS el le Droll it ProprUti, pp. 4, 5, 58 (1848). 

1 jv'fy l“Jtorian is agreed on this point, which Louis Blanc has dealt with at great 
„ Jv - m H^toire it ta involution it 1 8(8 (chapter »). The testimony of content- 

is *1’ “P^’ly Lamartine in his Histoire ie la Rholuhcn it 18(8 (Vol. II, p no), 
of VC ? r “These national workshops were placed under the direction 

tneni "h* ° 1>e * on S e< ^ 10 the anti-socialist party, whose one atm was to spoil the experi- 
h it who managed to keep the sectaries of the Luxembourg and the rebels of 
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But they were mistaken, in their calculations. Those who thought 
that the national workshops could be used for their own political ends 
were soon undeceived. The Revolution greatly increased the number 
of idlers, already fairly considerable as the result of the economic crisis 
of 1847. Moreover, the opening of the workshops brought the work- 
men from the provinces into Paris. Instead of the estimated 10,000, 
01,000 had been enrolled by the end of March, and by the end of 
April there were 99,400. They were paid two francs a day while at 
work, and a franc when there was no work for them. In a very short 
time it became impossible to find employment for so many. The 
majority of them, whatever their trade, were employed upon useless 
earthworks, and even these soon proved inadequate. Discontent soon 
became rife among this army of unfortunate workers, humiliated by 
the nature of the ridiculous labour upon which they were employed, 
and scarcely satisfied with the moderate salary which they received. 
The wages paid, however, were more than enough for the kind of work 
that was being done. The workshops became centres of political agita- 
tion, and the Government, thoroughly alarmed, and acting under 
pressure from the National Assembly, was constrained to abandon 
them. 

< Suddenly, on June at, a summons was exrcuted upon all men 
between seventeen and twenty-five enrolled in the shops, ordering 
them to join the army or to leave for the country, where more digging 
awaited them. The exasperated workmen rose in revolt. Rioting broke 
out on June 23, but »t was crushed in three days. Hundreds of the 
workers died in the struggle, and the country was terrorized Into 
reaction. 

v That simple logic which is always so characteristic of political parries 
held the principle of ‘the right to work' responsible Tor this disastrous 
ejperirnce, and it was definitely condemned. Thu is quire clear from 
the constitutional debates in the National Assembly The constitu- 
tional plan laid down by Armand Sfarnut on June t<], a few days 


ti* duU «p<n ud Uw Baiuf U tbc Nn«ul AwreiUy Pi/u wu <Uty »nk 
tSf (fiVIUy v-1 die Uu/vlq d ebr »«rt sctooip luhr.J. but u til!* Ihvagbl Ihtl 
lS«r «« «n air (bj4 * dr Ira, led tod pftAetlr,) it* mf ft* 

fcn to Uw t—7 e# L mi tliw. u toate trrm u Ihjt-k, ibrj M« cot./«lr 

ti «i<e Uck ul tx’l U t» " t TImm in La ff-uett dii .tulun 

fyp~ nLklrt bent bttnt m (A tun M it ty jj t«f tefrrily ttb'd 

»t«l« IK ua in t t* aut<bu(ii ulU be irlol u{Xai - try In /‘I ll^ni n».a*tv 
k> Tint. S part mo rttAntr It <Lrrx m toy u»t w* rf-tS s*» ytt fte nly U 
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Wore the riots recognized ‘the right to work/ -"The Constitution,” 
ays Article 2, guarantees to every citizen liberty, equality, security 
instruction, work, property, and public assistance.” But in the new 
of August 29 after the experience of June-the article disap- 
peared^ The nght to relief only was recognized. In the discussion on 
K a " a “ cndment ^-establishing ‘the right to work* was 
proposed by Mathieu de la Drome. A memorable debate followed, in 
Sh a ^ ar,inC ’ and T0C ^ e ^ Ie °PP°^ Ac amendment, 
* la DrtWdS ^ Lcdm ‘ R °Ilin, Crdmieux, and Mathieu 
B air ^ ded “• The socia, “ ,s had become extinct. Louis 

was m erile. Constant Ul, while Proudhon was afraid of 
ASibW h T P T C "f and of compromising his friends. Besides, the 
H a “ adC UP iK mind ‘ Thc amendment was 

run a, fnl 1 ^ d o ° f thc P rcamb,c to the Constitution of 1848 

provide for irT ^ Republic by means of friendly assistance should 
u it C *. tizenS ’ c5thcr b y them work as far 

l»» » cm ,0 h^to t ““° ng V ' h ° "* “ ™ k “ d 

^ uI/ Monarchy ‘the orgamjation oflabour’i. 
W 4 tel „>?“£ d ‘T'. d U ‘ c honou " ‘*e right ,0 work.’ 

for its realkatmn r Revolutlon carae a similar menacing demand 
also a a strange coincidence the author of this formula 

February s8 ? **“ f r0visionaI Government. And so when on 
the vrorken «!?• “F ?* er thc ^cognition of ‘the right to work,' 
Ftogrtss the nr., " 3 . y and claimod *he creation of a Minister of 
'ion, Louis Blane ° f 1 ,abo . ur > and thc abolition of all cxploita- 

colleagues 1 n med \ atdy sclzcd th e opportunity to urge his un- 
Covenant ,1 * dr dem ands.vHe himself had pressed 

4e Revolution had m'^V mUa - tiVC in ,ocial rcr ° TTn < and now that 
votild he eseane h;. e him a member of the Government how 

commission ! haa t0 acce P‘ the alternative of a Govern- 
^’rooiaion was f Which he was to be president. The 

^ twnu . \shich were afi thc task of drawing up the proposed 
***“%. To mart , aftenvards to he submitted to the National 
t C ° ntraS J t , between ^e old and die new regime 

V^here the^hLiT ? in the Palais du Luxem- 

^ huxemho brC d “ Pain formerly sat. 
^hnvorknielf.n^" 51 ^ 1011 Wa * Com P oscd °f representatives 
^ Uuv « net in » three for cach industry. The repre- 

^•■Ureua*,-, 8 , ““““hly to discuss the reports prepared 

P-bWxd in • volume entitled L, OrJ„ 
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The commission must also be credited with several successful attempts 
at conciliation. 

Not only did the commission fail to do anything permanent, but 
Its degeneracy into a mere political club thoroughly alarmed the 
public. It became involved in elections, and even intervened in street 
nots. It finally took a part in the demonstration of May 15, which, 
under pretext of demanding intervention in favour of Poland, resulted 
in an invasion of the National Assembly by the mob. Louis Blanc had 
already retired. Since the reunion of the National Assembly the 
Government had been replaced by an executive commission, and 
Blanc, no longer a supporter of the Government, sent in his resigna- 
tion on May 13. After that the commission was at an end, and, like 
the national workshops, it all resulted in nothing save a general dis- 
credit of socialist opinion. 

There still remained the ‘working men’s associations.’ -Every 
*°eialist writer of the early nineteenth century was agreed on this 
pnnciple of association. Every reformer, with the exception of 
Proudhon,* who always pursued a path of his own, regarded it as the 
one method of emancipation. It was quite natural that it should be 
PW to the test. 

In its declaration of February 26 the Provisional Government stated 
besides securing the right to work, the workers must combine 
together before they could secure the full benefit of their labour. The 
foment Louis Blanc attained to power he sought to guide the energies 
0 the commission in this direction. The ‘Association’ was to be of 
e nature Of a co-operative productive society, supported by the 
,e Under the influence of Buchez, an old Saint-Simoman, a 
tpubhean Catholic and the founder of the newspaper called L’ Atelier, 
^ a( l been formed in 1834 an association of jewellers and gold- 
But it was a solitary exception. 

Louts Blanc was more fortunate. He successively founded associa- 
ons of tailors, of saddlers, of spinners and lace-makers, and he secured 
VMnment orders for tunics, saddles, and epaulettes for them. Other 
^fmations followed, and by July 5 the National Assembly was suffi- 
- y_' mer ested in these experiments to vote the sum of three millions 
. * lr cr «lit. A good portion of this sum passed into the hands of 
j.'f ^ociations of masters and men formed with the sole purpose 
jj o ^ ne ® , ' n S by the Government's liberality. The workmen’s associa- 
.. P urc a "d simple, however, received more than a million, and 

'-Th"* 5 ^ ' l k** ^ *®49- 

*“st co-operative movement inspired by the ideas of Louis Blanc . 
C f- p 305, note a. * Cf. npra, "The Auooetive Socijli-t. ” 
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I have wept over the poor workman, whose daily bread is already 
sufficiently uncertain and who has now suffered misery for many 
years. I have undertaken his defence, but I find that I am power- 
less to succour him. I have mourned over the bourgeois, whose ruin 
I have witnessed and who has beenjlriven to bankruptcy and goaded 
to opposition of the proletariat.^ (y personal inclination is to sympa- 
thize with the bourgeois, but a natural antagonism to his ideas and 
the play of circumstance have made me his. opponent. I have gone 
in mourning and paid penance for the spirit of the old Republic 
long before there were any signs of Its offspring. This Revolution 
which was to restore the public order merely marks the beginning 
of a new departure in social revolution which no one understands. 1 

But the Revolution having once begun, Proudhon did not feel 
himself justified in being behindhand. He had been a most severe 
critic of the existing regime, and he felt that he was bound to attempt 
a solution of the practical problems which suddenly came to the front. 
He became a journalist and threw himself wholeheartedly into the 
struggle. Hitherto he had been content with vague suggestions as to 
where the evil lay. < But now he was anxious to make reform practi- 
cable and to fill in the details of the scheme; and so he invented the 
Exchange Bankx 

Proudhon’s Exposition of the scheme is contained in a number of 
pamphlets, in newspapers, and in his books.* <^The explanations do not 
always tally, and he is not always happy in stating exactly what he 
thinks. This explains why he has been so often misunderstood 5 We 
shall try to give a rEsumE of his ideas before proceeding to criticize 
them and to compare them with analogous projects formulated both 
before and after his time. This will help us to understand where the 
originality of the scheme lay. 

} \The fundamental principle on which the whole scheme rests is 
' * (Ejrro.Vol. XVUl.pp. 6-7. See also the letter dated Yebruary 15, 1848 (Corrss- 

; /nnijnee, Vol. II, p- a 3 o): “ France will certainly accomplish it, whether it remains a 
republic or not It might even be carried out by the present decadent Government, 
at a trifling cost.” Thu thought did not prevent his talcing a hand in the Revolution. 
, * In a pamphlet enutlcd Organisation iu Crfdit it de In circulation, and dated March 3 1, 

1848, he expounds the principle of the scheme and indicates some of its general 
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somewhat as foIIowsVOf all the Forms of capital U’hich allow of a right 
of escheat to the product of the worker, whether in the form of rent, of 
interest, or of discount, the most important is money, for it is only in 
the form of money that these dues are actually paid.'^If we could 
suppress the right of escheat in the case of this universal form of 
capital — in other words, if interest were abolished — the right of escheat 
in’ every other case would soon disappear. 

Let us suppose that by means of some organization or other money 
required for the purchase of land, machinery, and buildings for in- 
dustrial purposes could be procured without interest. Were this the 
case the required capital would then be obtained in that way instead 
of by payment of interest or rent as is the case to-day. The suppression 
of money interest would enable the worker to borrow capital gratui- 
tously, and would give him immediate control over all useful capital 
instead of renting it. All attempts to hold up capital for the sake of 
receiving interest without labour would thus be frustrated. yjfhe right 
of property would be reduced to mere possession. Exchange would be 
reciprocal, and the worker would secure all the produce of his labour 
without having to share it with others. In short, economic justice 
would be secured. 

This U all very well, but how can the necessary money be obtained 
without paying interest? Everything depends upon that. 

Froudhon inrites us to consider what money really is. It is a mere 
medium of exchange which Is designed to facilitate the circulation of 
goods. ^Froudhon, w ho had hitherto regarded money as capital far 
ttcellntrt, now treat s it at a mere inttrvment of exchange^ "Money by 
Itself is of no use to me. 1 merely tale it in order to part with It. I 
can neither consume it nor cultivate it.”* It Is a mere medium of 
exchange, and the interest paid merely coven this cost of circul.il Ion.’ 

But paper money will fulfil this function quite as well and much more 
cheaply Banks advance money in exchange for commodities or supply 
bills which arc immediately transferable into cash. In r» change for 
this service the banker receives a discount which goes to rerounerat 
the shareholders who have supplied the capital Why not esfah is 
bank without any capital which, like the Bank of franc r, turn rfu 
count goods with bills — riiher circulation or exchange notes 
bills would be Inconvertible, and consequently would 0*1 warre 
anvrhlcg, and there would be no capital W remunerate 

* See f U-. n . - m Wiw mu/, pp tin, IT* 
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The service given would be equal to that given by the banks, but 
- ould cost a great deal less. All that would be required to ensure the 
rculation of the hills would be an understanding on the part of the 
ientele of the new bank that they would accept them as payment for 
rods. The bearer would thus be certain that they were always im- 
icdiately exchangeable, just as if they were cash. The clients would 
>se nothing by accepting them, for the statutes would decree that the 
ank should never trade in anything except goods actually delivered 
r under promise of delivery. The notes in circulation would never 
xceed the demands of commerce. They would always represent 
oods already produced and actually sold, but not yet paid for. 1 
o&owing the example of other banks, the bank would advance to the 
tiler of the goods a sum of money which it would subsequently recover 
rom the buyer. The merchants and manufacturers would obtain not 
mly their circulating capital without payment of interest, but also the 
uted capital necessary for the founding of new industries. These 
tdvances obtained without interest would enable them to buy and not 
uercly to rent the instruments of production which they needed.* 

The consequences of a reform of this kind cannot be easily enu- 
merated. Not only would capital be freely placed at the disposal of 
every one, but every class distinction would disappear* as soon as the 
worker ceased selling his products at cost price* and government itself 
would become useless. The aim of all government is to check the op- 
pression of the weak by the strong.* But the moment fair exchange 
1 Cf. R/nmi it la Quciiion unalt, p 39. 

* Moreover, the advanc'd will take the form of discount. The ntnprnrvr who hat 
lome scheme v.h«h tie v.i»Ue» to Carry out “will ui the tint place collect order*. and 
on the strength of those orders get hold of some producer or dealer si ho has such 
f»w material or srrsices at hit disposal. lining obtained the goods, he payi for them 
by meant of promissory note*, v-hich the bank. after t»lung due precaution, vol! 
convert into circuUt'on notes " The consumer is reslly a sleeping partner in ih< 
bm 1 ness, and Iveiuem him and the nlrrf'rnnir there u no need for the inters entior 
of money at »U. (O.xowssOm da OMu. fTurrM, Vul. VI, p »«> Discount was Uu 
fundamental characteristic of the bank, and no criticism u directed against thii 
ftature of in operations. 

•“How to revolve the bourgeoisie ami the yeelrtariM into the middle class, tht 
clsa vihirh lues upon its income and that vlich draw a salary into a class v. hsch hai 
neither revenue nor wages, but lues by inventing and perjuring valuable enmmo 
ditnx to exchange them for ©them. The middle class is the most active claia in society 
. I *!. ,r * ,, l r frpmentative of a country's activity. Thu *« the problem in Felicuaq 
Into {K/nlalum f*r U Cm# f flat, p. tjj ) • 

* “Rrcliirocity means a guarantee rev the pan cf thmr who exchange tommoduio 

U *' " (M* t'+f’tU it U KAs/.Cm*. pp 97-pa ) 

"The very eantrnre cf ilse Slate implies antagonism or war as the essential e» 

InevitsUe condition cf htvmafwty. a condition that ralh for the WncTYTMwn cf 1 

corfrive tyre whirh shat! pul an end to the struggle continually waging hetwreei t)u 

'*'■*’* »“d <“» strong.- ( In* /, f-yi. P-rember 3. 1 B*9. ttseew. VoL XIX. p. t J 
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terest or rent would tend to maintain the high level of prices, and these 
would in turn be still further increased — a strange outcome of a 
reform intended to lower them! Proudhon, having exaggerated the 
evil effects of gold, now accepts Say’s formula too literally. J. B. Say 
allowed himself to be led into error by his own formula that “Goods 
exchange for goods,” and it is interesting to note that the Exchange 
Bank is the logical, though somewhat paradoxical, outcome of the 
reaction against the Mercantilist ideas concerning money which can 
be traced to Adam Smith and the Physiocrats. 

This docs not imply that Proudhon’s idea is devoid of truth. The 
False ideal of free credit contains the germ of a true ideal, namely, 
mutual credit. The Bank of France is a society of capitalists whose 
credit is established by the public who accept their notes. They really 
deal in public credit Proudhon saw clearly enough that their notes 
are ultimately guaranteed by the public. The public are the true 
signatories of these commercial goods. Were the public insolvent the 
bank -would never recover its advances, which really constitute the 
security for the bills. The shareholders’ capital is only a supplementary 
guarantee. The Comte Mollien, the Financial Minister of Napoteon I, 
declared that in theory a bank of issue should be able to operate 
without any capital. The public lends money to itself through the 
intermediary, the bank. Why not operate without the intermediary? 
Why not eliminate the entrepreneur of credit just as the industrial or 
commercial entrepreneur is eliminated in the case of the co-operative 
society? Discount would not disappear altogether, perhaps, but the 
rate of discount for borrowers would be diminished in proportion to 
the extent to which they stood to gain as lenders This is the principle 
or the mutual credit society, where the initial capital is almost entirely 
superseded, its place being taken by the joint liability of the co- 
* operators. Proudhon’s initial conception seems to be reducible to this 
very simple idea.* 

It seems that Proudhon was merely following she idea of a co- 
operative credit bank, just as in other parts of the work he copies other 
forms of co-operation without ever showing much sympathy for the 
principle itself.* 

* In the Hie fln/ralt <te la R/volututi eu XIX' SiieU, p. 158: 11 The citizens of Fr*ne« 
h»ve a tight to demand and if need be to join together for the establishment of bake- 
houses, butchers* shops, etc., which will sell them bread and meat and other articles 
of consumption of good quality at a reasonable price, taking the place of the present 

chaotic m-thod, where short weight, poor quality, and an exorbitant price seem to 

be the order. For a similar reason they have the right to establish a bank, with the 

amount of capital which they think fit. tn order to get the cash whsch they need for 
their transactions as cheaply as possible." 

* “Asaociation avoids the waste of the retail system. M Rossi recommends it to 
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cost of production. This result was to be obtained indirectly. The 
economic errors in the two cases arc also different. Proudhon's error 
lay in. his failure to realize that metallic money is a merchandise as 
well as an instrument of circulation. The error of Owen, of Bray, and 
of Rodbcrtus consisted of a failure to sec that the price of goods in- 
cludes something more than the mere amount of labour which they 
have cost to produce — an error which Proudhon at any rale did not 
commit. 

(2) Proudhon's bank has also been confused with other banks of 
exchange which are really quite different. The ideas underlying such 
schemes had become prominent before Proudhon’s days, and numerous 
■ practical experiments had been attempted along the lines indicated. 
These banks aimed, not at the suppression of interest, but at a gradual 
tafprcKhmunt between producer and consumer, the goods offered for 
sale being bought by the bank, and paid for in exchange notes upon 
»n agreed basis of calculation. Buyers in their turn would come to 
the bank to obtain the necessaries of life, paying for them in exchange 
notes. An experiment of this kind was made by a certain Ftdcrand 
Matel in 1829 * In this case the bank was merely an nirtpit which 
facilitated the marketing of the goods produced. Such a system is open 
to the objection that the value of the notes issued in payment for goods 
"tAild necessarily vary with the fluctuations in the salue of these 
goods during the interval which would elapse between the ume they 
*rc taken In by the bank and their eventual purchase by consumers 

* Mate) j»vr ln r ,pn*.rion of hu itheme in 1 nw of piirftitrti w niter in \rry 
I , '* | ir Utnuip, bui only of vrty alijht Inirmi 10 Ibr rronomut Another bank, 
town « Bonnard's Sank, wu nubliihnt at Marmllrs m tfjS, and afirrvarda ai 
It* iJrai art aoetv-ohai aimilar, tail uu h nwxr [r** 'n* 1 Beth Liat-hor 
•rr •Salt In artne operation rvnxllrfin trim to U.u t>ark in hu tufuni/ /rf.np- d, , 
«auti armAri. CourrriU-.VneuJ f im a wry rvVy.Uc arroom of n u> hu 7 r«.U 
tnllf fm,, an.) (nan amete in llw Jaumef d., /%muwi It April 1P51 Tb* aW«. 
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cost of production. This result was to be obtained indirectly. The 
economic errors in the two cases are also different. Proudhon’s error 
lay in his failure to realize that metallic money is a merchandise as 
well as an instrument of circulation. The error of Owen, of Bray, and 
of Rodbertus consisted of a failure to see that the price of goods in- 
cludes something more than the mere amount of labour which they 
have cost to produce — an error which Proudhon at any rate did not 
commit. 

(2) Proudhon’s bank has also been confused with other banks of 
exchange which are really quite different. The ideas underlying such 
schemes had become prominent before Proudhon’s days, and numerous 
practical experiments had been attempted along the lines indicated. 
These banks aimed, not at the suppression of interest, but at a gradual 
rapprochement between producer and consumer, the goods offered for 
sale being bought by the bank, and paid for in exchange notes upon 
an agreed basis of calculation. Buyers in their turn would come to 
the bank to obtain the necessaries ofliTe, paying for them in exchange 
notes. An experiment of this kind was made by a certain Fulcrand 
Mazel in i82g. J In this case the bank was merely an entreptl which 
facilitated the marketing of the goods produced. Such a system is open 
to the objection that the value of the notes issued in payment for goods 
would necessarily vary with the fluctuations in the value of these 
goods during the interval which would elapse between the time they 
are taken in by the bank and their eventual purchase by consumers. 


gave an exposition of bis scheme in a sene* of pamphlets written in very 
"h" but only of very slight interest to the economist. Another bank, 

"Sonnard's Bank, was established at Marseille* in 1838, and afterwards at 
1 . ideas are somewhat similar, but much more practical Both branches 

’ active operation. Proudhon refer* to thi* bank in hu CafdttU pahhqut iet 
J..V ,T ®r« r . Coureelle-Seneuil give* a very rulogutic account of it in hi* Trail/ 
*nd in. an article in the Journal iet Eeonomtslei for Apnl 1853. The modus 
is explained in three brochure*, which may be Ken in the Biblioihique 
,!J^»le.^ One of theie ii entitled Lisle in Arlules disfomlUs J la Banque, the other 
the mechaniim of the bank Darimon, one of Proudhon'* duetplei, ui 
Dt U fUfome dn Banquet {Pari*. Guillaumin, 1856), give* an account of a 
umber of similar institution* which were founded during thi* period Several 
a of the kind have also been discussed by M Aucuy in his Sjttima sonahsUs 
s 9tiy). But we cannot accept bu interpretation of vanou* points, 
nard's Bank differ* from the others in dm way The client of the bsnk, uuteid 
“tging it rant commodity or other which may or may not be sold by the bank, 
r the bank tome commodity which he himself require*, premising 10 supply 
bank with a commodity of hia own production whenever the bank requite* t«- 
' ' tbtrges a commission on every transaction. Its one aim u to bring buyer 
seller together, and the note* are limply bills, pay able according to the roadmen* 
tten on them But they rannot be regarded as subitiiuiei for bank tilla C/. 

■ ^t*****’ A Mtrmllt, C. Bonnard et Cm, fond/, far A<U du 10 Javier. 1849 
1849V. 
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individual account would be made up. “In this way everybody’s 
receipts and expenditure will always be known with absolute clear- 


The advantage of such a system would in the first place consist in 
the economy of metallic money. In the second place it would furnish 
the State with information as to the extent of everybody’s fortune 
The State would then be in possession of the information necessary for 
setting up an equable scheme of succession duties which would 
gradually suppress the hereditary transmission of acquired fortune. 
Such gradual suppression would result in the total extinction of the 
fundamental injustice of modern society, namely, the inequality of 
opportunity.* It would also help the application of that other principle 
of distributive justice, namely, ‘to each according as he produces.’ 
The idea » Saint-Simon’s rather than Proudhon's 
The scope of the proposed reform is quite clear. Social accounting, 
according to Solvay, is a mere element in a more general conception, 
that of ‘productivism,’ which in various ways is to result in increasing 
productivity to its maximum.* 

In all this it is impossible to see anything of Proudhon’s ideas. 
With the exception of the suggestion of suppressing metallic money 
the fundamental conceptions are utterly different. M. Solvay makes 
no pretence to ability to suppress interest, and he never imagines that 
money is the cause of interest. The cheque and clearing system is a 
mere device for facilitating cash payment. It has nothing tn common 
with the Proudhonian system, whereby circulating notes are supposed 
to place credit sales and cash payments on an equal footing. 4 

The most serious objecUon to Solvay*s system lies in the fact that 
the suppression of money as a circulating medium must also involve 


its suppression as a measure of value. It seems difficult to imagine that 
the universal cheque bank with no monetary support would not result 
‘n a rapid inflation of prices because of the superabundance of paper. 
But although the particular process advocated by Solvay is open to 
enueism there can be no objection to his desire to diminish the quantity 


1 * I'lnst.lut Sohcj, Vol I, p 19. 1 Ibid , p *5 

„ run cipts iP Ontntoivm saaaU, a rfsurud of Solvay’* itudie* in. productivum and 

**oujin n(f (Brussels, ,904). 

, ™ though Solvay”, scheme items very different from Proudhon'*, 11 possesses 
res that teceived the highest commendation from the Ixuembourg Commis- 
j gMral it la Commission it Ccuvtmement pour Its Ttaimllturs, which 

V,»wW ln Mtmbw of May 6, 1848, we read - “When in the future association 
become complete, there will be no need for notes even. Every transaction will 
in iU 0n ** balancing the accounts. Book-keeper* will take the place of collect- 
, * V 1 Money, bath piper and metallic, is largely tuperfluou* even m present-day 
f- The author then proceed* to outline a scheme of clearing-houses 
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S INFLUENCE AFTER I 848 


comprehensible; the theorist of class war can hardly be expected to 
sympathize with the advocate of class fusion, the revolutionary with 
the pacificist. 1 The success of Marx’s ideas after 1867 cast al previous 
social systems into the shade. Proudhon, he thought, was a mere petit 
bourgeois. When the celebrated International Working Men’s Associa- 
tion was being founded in London in 1864 the Parisian workmen who 
took part in it seemed to be entirely under the influence of Proudhon. 
At the first International Congress, held at Geneva in 1866, a memorial 
was presented which bore clear indications of Proudhon’s influence, 
and its recommendations were adopted. At the following Congress, 
in 1B67, Proudhon’s ideas met with a more determined resistance, and 
by the time of the Congress of Brussels ( 1 868) , and that of Basle ( 1 869) , 
Marx’s influence had become predominant. 

One might even doubt whether the Proudhonian ideas defended by 
the Parisian workmen in t866 were really those of the Proudhon of 
•848. They seemed much more akin to the thesis of his last work, 
ha CapatiU politique its Classes auvrilres, published in 1865. This book 
"■as itself written under the inspiration of a working men's movement 
*hich had arisen in Paris after 1862 as the result of a manifesto 
signed by sixty Parisian workmen. This manifesto had been submitted 
to Proudhon as the best-known representative of French socialism. 
Tlie attitude of the French workmen at the opening of the “Inter- 
national,” then, was the effect of a revival of Proudhonism as the out- 
come of the publication of this new volume rather than a persistence 
of the ideas or 1848.* 

The revival was of short duration. Since then, however, the Marxian 


.*■ In * l««er written lo Karl Man on May 1 7, t8 4 6 (Gvrc.^/uW, Vol II. p 199), 
the expression “at the moment of striking," which Mini hid employed, 
’®'*dhon takes the opportunity of detlann g that he 11 opposed to ill kind* of revolu- 
~' 1 - "You ire perhaps Hill of opinion that no rtform is possible without some kind 
“ «n*ggle or revolution, is it used lo be called, but which 11 nothing more or leu 
!”*? * shock to society. Tint opinion I .hired for a long time. I was always willing 
ch " CUn ,t ’ 10 cx f >l * in '•» and to defend it. But in my liter studies I have completely 
•"r trillion. 1 think thit it ii not in the least necessary, and lint consequently 
in 6u *“’ 10 consider revolution as a means of social reform Revolution means 

turf 10 *"*• which “ clearly in contradiction to every project of reform. 1 
' r 10 P ul the question in a different fashion, namely, llowr can we arrange the 
ononwc activities of society in such a fashion that the wealth which 11 at present lost 
- 5 *J r *>e retained for its uae>” And in the O/rssuu fn /?/iaJ»h«wirr, 
«L J" •' ^fwdution is an explosion of organic forces, an evolution spreading from 
>>e*n of society through all its members. It can only be justified if it be spon- 
bei *> peaceful, and gsaduaj. 1 1 would be as tyrannous to try to suppses* « at to 
as * , * through violence.” See M. Bouieuin'a article on rroudhon ar 
« n S* *" w f Mhf". 189J 
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'““jer, and Maxime Leroy's introduction* to the book D< U Capacii/ sirs Clan 
M <“ Ihe editioo of his complete wosk* published by Marcel Rstifre (Tans. igl|l 


bT 



** *£&*«*. „v ^- , -h *,5 
° n °»fe.„ d “S 0, «4 S* b “' «»«&„, .. 

r opposed. -rf. W/e SW»/iat c< i., . w n ° Wer . ^ ^kraJum i 
*r*lUm, h ., rhu ^fibcR^^^Wisn, "*»«* hy die 

u,, £■?«' ••> *s» y*. oi 

■’ Of (fo. Irn pin;c r .,j , eilTS in Clciu nr- ^ Pfccivc 

,c of sociaj ^o/ uf/on n ivj ;^ most e/oq uc ^' J^ ow *wi tft« 


cason tji 

^ ■»■». ”, tz Vc ch ™ ^nrr„ tt 

"* a fet^J? opponent 5? l ”? Wm. J„ ,£/*"'« to h W c A fc 
*“*»* t/i e ;/, ^Pfer. / hat State «?«* Ae rcnulrt 

'" K»,iS^7- “^SC; «ta»,'t:“ " *'“" 


Book III: Liberalism 


It is time we returned to the Classical writer). Now that the combat 
had grown fierce among its critics, we are anxious to know what the 
Classical school itself was doing to repel the onslaughts of the enemy. 
Its apparent quiescence must not mislead us into the belief that it was 
already extinct. Although the great works of Ricardo, Malthus, and 
Say were produced early in the century, it cannot be said that economic 
literature even after that period, especially in England, had remained 
at a standstill. But no work worthy of comparison with the writings of 
the lint masters or their eloquent critics had as yet appeared. Now, 
however, the science was to captivate the public ear a second time, and 
for a short period at least to unite Us many votaries. 

Ulut the union was no true one. v The Classical school itself was about 
t o preak up into two camps, the English and the French, xjn no sense 
can they be regarded as rivals, for they are defenders of the same 
cause.) They arc both champions of the twin principles of Liberalism 
and Individualism. 'But while the first, with John Stuart Mill as its 
leader, lenf a sympathetic ear to the vigorous criticism now rampant 
everywhere, which claimed that the older theories ought to yield place 
to the new, .die French school, on the other hand, with Bastiat as its 
chief, struggled against all innovation, and reaffirmed its faith in the 
natural order’ and laissez-faire.y 

This divergence really belongs to the origin of the science. Traces of 
*t may be discovered if we compare the Physiocrats with Adam Smith, 
or J. B. Say with Ricardo; but it was now accentuated, for reasons 
diat we shall presently indicate. 

Our third Book naturally divides itself into two parts, the one 

evoted to the French Literal school, the other to the English 


“CHAPTER. 1: THE OPTIMISTS 

previous Book has shown us the unsettled state of economic 
townee. It has also indicated how the science was turned from its 
^Rtnal course by reverses suffered at the hands of criticism, socialism, 
3*9 



and interventionism, >vhich were now vigorous everywhere. The tire 
had j»me for an attempt to bring ec onomic science back into its tnr 
path andto m oTcTallegiance to the 1 natural order,' a position v. fuel 
*t had renounced since the days of the Physiocrats and Adam Smith 
This was the task more specially undertaken by the French economists 
The attitude of the French school is not didicult to explain, for the 
French economists found themselves faced by both socialism and 
Protection, v We must never forget that France is the classic land of 
socialism. 1 The influence exercised in England by Owen and in 
Germany by Wei ding or Schuster is unworthy of comparison with the 
exalted role played by Saint-Simon, Fourier, or Proudhon in France. 
The Litter writers wielded a veritable charm, not merely over wording 
men, but also over the intellectuals, and on that account were all 
the more dangerous, in the opinion of economists. 

French Protection was never represented by such a prominent 
champion as Germany had in hist, but it was none the Jew active. 
Protection in F.ngtand succumbed afler a feeble resistance to the repeal 
movement led by Cohden, but in France it was powerful enough to 
resist the campaign inaugurated by Dastiat It is true that Napoleon III 
suppressed it, but »t soon reappeared, as vigorous as ever 
The French school had thus to meet two adversaries, disguised a* 
ore; f.jr Protection was but a counterfeit of socialism, and all thn more 
hateful because it claimed to increase the happiness of proprietors *nd 
manufacturer*— of the wealthy, while socialist* slid at least aim *■ 
ir.CTeaj.rg the happiness of the worker*— of the poor. Protection 
also mote injurious, far being in operation us ravage* were already 
frit, wfereaj the other, happily, was still at the Utopian stage Put <“ 
kitting at f«ah adversaries at onee the french kHooJ discovered that 
It {Vvnewtl this advantage, it was fire from the reproach that it *** 
serving the inreresu of a particular claaj, and could confidently reply 
that it »>as f.gf.t;ng for ti/ common | peal 

A tear if a turabrj y'ars can scarcely fad to leave a math U[>“*i 
tic tuiion tefc^h fcvaes tie hunt cf it, ar»i we think that this a/fos'h 
v,rz* cxplar.a'a-i n of the sp'.U.v'tJ- tetulenries ami of lla* jloftnatt* 
tnA fia-'aca 1 bvjayhew* fi^r which the French sc head has •>» cAen t** n 

rep**aor^i 

It a oeonotry that tee should try Ut unde rua raj ike hoe r.f 
*-A fled fc Y fie f.«a.h ter-./er* in defonchr.g tiaf wpsimWa' dreliua* 

* T\a t*< 1. . ««» fcv t * tea V— liawaci~». - ft- t"j£ '*? 
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which they so easily mistook for the science itself. They argued some- 
what as follows: 

” Pessimism is the great source of evil. The sombre prophecies of 
the pessimists have destroyed all belief in ‘natural’ laws and in the 
spontaneous organization of society, and men have been driven to seek 
for better fortune in artificial organization. What is especially needed 
to refute the attacks of the critics, both socialists and Protectionists, is 
to free the science from the compromising attitude adopted by Malthus 
and Ricardo, and to show that their so-called ‘laws’ have no real 
foundation. We must strive to show that natural laws lead, not to 
evil, but to good, although the path thither be sometimes by way of 
evil; that individual interests are at bottom one, and only superficially 
antagonistic; that, as Bastiat put it, if every one would only follow his 
own interest he wpuld unwittingly find that he was advancing the 
interests of all."'Tn a word, if pessimism is to be refuted it can only be 
by the establishment of optimism. 

It is true that the French school protests against the adjective 
’optimistic,’ and refuses to be called ’orthodox.’ Its_protests wo.uld.be 
j uni fied if optimism implied quietism — that jdfish contentment of the 
well-to-do bour geois who feels jhat everything is for the best in this 
hgt- Of all worlds^oc the at tenuated humanitarianism of those who 
dunk that t hey caiTalfay suffering by kind words, or good deeds. It 
» nothing of the kind. We have already protested against interpreting 
. austZ-faire as a mere negation of all activity. It ought to be accepted 
w English sense of fair play and of keeping a clear field for the 
combatants. The economists both of the past and of the present have 
^ays betn indefatigable wranglers and controversialists of the first 
° r Cr \ a "d ‘hey have never hesitated to denounce abuses CjJut their 
optimism is based upon the belief that the prevalence of evil in the 
economic structure is due to the imperfect realization of liberty .^The 
1 temedy for these defects is greater and more perfect liberty; 1 
oHi ^ , to which the school lays claim. The liberty 

I . e worker is the best guarantee against the exploitation of his 
the ^ and . lhc re d° c ‘ion of wages. M. £mile Ollivier, the author of 
comh* W 3u PP re “ed combination fines, declared that freedom of 
disa lnat * on would put an end to strikes. Free loans would cause the 
*duh^ ea ^ anCe usur y- Freedom of trade would put an end to the 
evtrv /? tion of goods and the reign of trusts. Competition would 
secure cheap production and just distribution.* 


ie attempted! How a it that liberty, the easiest 
,r> mat. Harmonies , chapter ix, p. 1*5.) 

’s to Liber U du Trax-aii is entitled: 41 Of tk 
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Thh optimism, »(rfngthcn«f »n*I intensified, deepened thfir di*- 
* nr< i rf tvny kind of social n form undertaken with a view in protect- 
ive th«* v«k, whether try the rnsiim themvlm or through the inter* 
vrntirm of the State. Liberty, m they thought, would finally remedy 
the e-vilt which tt leerned to errate, while State intervention merely 
aggravated the evjli »» rought in correct . 1 

What aerrot still more singular 11 iheir scant respect Tor ' associa- 
tion! »m’ as ouilinrtl in o«r previous r ha pier. It found just as Utile 
favour as State control They did not display quite the same con- 
tempt for tt as was shown try ihe Revolutionists. It was no longer 
actually condemned, and they put forward a formal plea for (he right 
of combination, in politics, in religion, industry, commerce, and 
labour. Hut they always interpreted it as a mere right of coalition or 
association with a view to protecting or strengthening individual 
activity. Association as an instrument of social transformation that 
would set up co-operation in place of competition, and which in the 
name of solidarity demanded certain sacrifices from the individual for 
the sake of the community, was not to the liking of the Liberal Indi- 
vidualist school. Even the less ambitious and less complete forms, such 
as the co-operative and the mutual aid soaety, seemed to them to be 
full of illusions and deceptions, if not actually vicious. 1 

^Hie most striking characteristic of the French school is its un- 
bounded faith in individual liberty.). This distinctive trait has neter 
been lacking throughout the century and a half that separates “» 
from the time of the Physiocrats, its most eminent representatives, 
while spurning the tide Orthodox or Classical, have repeatedly 
declared that they wish for no other name than Liberal. 


Means of remedying tbe Etib from which ihr Workers suffer, by eatendmg 
Sphere of Competition " (Book IV, eh* pier *, para. rS-> _ . 

“ As s matter of fact,” »»ys Dunoyrr elsew here, “ this competition *. Inch wena « 
an dement of discord u really tbe one solid bond wbleb links together all the 
sections of the social body ” . . 

1 ‘'Whenever the State undertakes to supply the want* of the Individual, 
vidua! himself loses hii right of free choice and becomes kss progressive and 
human; and by and by all his felfovr citirens ate infected with a similar moral 
difference.” (Baatiat, Harmonus, chapter xvii, p. 545.) 

* Dunoyer *ay»: “You may search the literature of association as much as yew 
but you will never come across a single intelligent discussion of an equi Wo r ____ 
of distribution." lUtnU At Tnvtul, Vol II, p. 397 ) Further, he asserts Uwt 
tion has damaged social even more than individual morality, because nothing ^ 
considered lawful unless done by society as a whole. It is true that W ’* 
was speaking chiefly of corporative associatibn, but the mnattmreau* -oa* •* 
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It is also marked by a certain want of sympathy with the masses in 
their sufferings. Science, doubtless, does not make for sympathy. But 
what we merely wish to note is the presence of a certain tendency — 
already very pronounced in Malthus — to believe that people’s mis- 
fortunes result from their vices or their improvident habits. 1 The Liberal 
school was quite prepared to extend an enthusiastic welcome to the 
teaching Darwin. pointed out that a necessary condition of 
progress was the natural selection of the best by the elimination of the 
incapable, and that the price paid is not a bit too high. Belief in the 
•virtue of competition led to the glorification of the struggle for life. 

But_thc Liberal school failed to -demonstrate the goodness .of all 
n atura l-laws', neither did it succeed in arresting the progress of either 
socialism or Protection. The end of the nineteenth century found it 
submerged beneath the waters of both currents, df :t it never once lost 
confidence. Its fidelity to principle, its continuity of doctrine, its 
resolute, noble disdain of unpopularity, have won for it a unique 
position; and it deserves better than the summary judgment of foreign 
economists, who describe it as devoid of all originality, or at best as 
only a pale reflection of the doctrine of Adam Smith? 

In this chapter we are to study the period when Liberalism and 
Optimism were at the height of their fame. It runs from 1830 to 1850. 
It was during this epoch that the union of political and economic 
liberty took place Henceforth they are combined in a single cult 
known as Liberalism. Economic liberty — that is, the free choke of 
vocation and the free exchange of the fruits of one’s toil— no longer 
figured in the category of necessary liberties, alongside of liberty of 
conscience or freedom of the Press. Like the others it was one of the 
successes already achieved by democracy or civilization, and to attempt 
to suppress it was as vain as to try to make a river flow backward. It 
was just a part of the wider movement towards freedom from all 
servitude. 

The appearance of political economy at the time when the old regime 
was showing signs of disintegration is not without significance. The 
Physiocrats, who were the first Liberal Optimists, were unjustly 


ought not to be divided in this way. There may be different opinions on the question 
of applying our principles, but we are all united on ihu question of liberty. A man 
become* wealthy, successful, or powerful all the *ooner if he is free The more liberty 
we have, the greater the stimulus 10 labour and thought and to the production of 
wealth ” (Journal in Etenomutu, August 15. 1500.) 

“It is a good thing to have a number of inferior places in society to which families 
that conduct themselves bsdly are liable to fall, Mvd from wVnth they can roe only 
by dint of good bchavtoui. \V ant is just such a heU.” ( Dunoytt, La LiknU in Ttorml, 
P-4°9) 
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of his discussion of such a problem as that of rent, he displays a marked 
superiority. In our exposition of Bastiat’s doctrine we shall give to 
Carey’s the attention which it deserves. Our decision to give Bastiat 
and not Carey the central position in this chapter is due in the first 
place to the consideration that we ore writing primarily for French 
students, who will be more frequently called upon to read Bastiat than 
Carey; and, in the second place, to the fact that the works of the 
American economist appeared at a time when economic instruction 
scarcely existed in the United States, and consequently his writings 
never exercised the same influence as those of the French economist, 
which appeared just when the war of ideas was at its fiercest. Finally, 
Carey's doctrine is lacking in the beautiful unity of conception of the 
llarmonits, to that alongside of the advocacy of free competition among 
individuals is presented an oudine of national Protection. Thus we 
have been forced to divide our treatment of Carey into two sections. 
The heterogeneous, not to say contradictory, character of his doctrines 
accounts for his appearing in two different chapters. 

Bastiat,* both at home and abroad, has always' been regarded as 
the very incarnation of bourgeois political economy. Proudhon, 

• FrftMric Bastiat, bom in 1801 near Bayonne, belonged 10 a family of fairly wealthy 
merchants, and he himself became in turn a nsetehmt, a farmer in the Landes di»- 
trict, a justice or the peace, a councillor, and finally a deputy in the Constituent 
Assembly of 1848. He made little impression in the Assembly; but be scarcely had 
time to become known there before bis health gate way. He died at Rome in 1850, 
at the age of forty-nine 

Brief as was Basuat's life, bn titerary career was shorter still. It lasted just six 
yean. His first article appeared in the Journal ic, £m<mtisbi in 1844 His one book, 
appropriately called Lit Harmomcs fro-wmifuei. written in 1649, remains a fragment. 
In the meantime he published his Pctrti Pamphlet! and his Sophimcs, which were armed 
at Protection acid socialism. He was very anxious to orgsmie a French Free Trade 
League on the lines of that which won such triumphs in England under the guidance 
of Cobdm, but be did not succeed. 

His life was that of the publicist rather than the scholar He was not a bookworm, 
although he had read Say before be was nineteen, and Franklin's Poor RtduniTi 
Almanac soon afterwards He was very enthusiastic about the merits of Franklin's 
works, and Franklin’s influence upon his writings, even upon his personal appearance 
and behaviour, is very marked. “With his long hair, his small cap, bis long frock- 
coat, and his large umbrella, he seemed for all the world like a rustic on a visit to 
town.” (Motinan in the Journal d/s £nmmUl<i, February 18514 
These biographical details should not he lost sight of, especially by those who 
accuse him of lacking scientific culture and of being more of a journalist than an 

Despite the fact that he has been severely judged by foreign economists, be is still 
wry popular in France. His wit is a little coarse, his irony somewhat blunt, and his 
discourses are perhaps too superficial, but his moderation, his good sense, and bis 
lucidity leave an indelible impression on the mind. And we are by no means certain 
that the Harmonui and the Pamphlets arc not still the best books that a young student 
of political economy can possibly read. Moreover, we shall find by and by that the 
purely scientific part of his work u by no means negligible. 
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balance against it, and that international exchange benefits poor 
countries most. 1 

CJTic thesis of the constructive portion of his work is as follows: ^The 
general laws of the social world are in harmony with one another, and 
in every way tend to the perfection of humanity.^ A priori, however, 
are we not confronted with rank disorder everywhere? To that he 
replies in his well-known apologue, “ Thin gs are not what they seem,” 
pointing out that we cannot always, trust what we see, and that what 
is not seen is very often true. Apparent antagonisms on closer view 
often reveal harmonious elements. But man’s freedom sometimes 
breaks the harmony and destroys the liberty of others Especially is 
this the case with spoliation, which Bastiat never attempts to justify, 
but denounces whenever he has the chance. But around man and 
within him are diverse forces which must lead him the way of the 
good, deviate he never so often, and which will finally and auto- 
matically re-establish the harmony. v^Iy belief is that evil, far from 
being antagonistic to the good, in some mysterious way promotes it, 
while the good can never end in evil. In the final reckoning the good 
must^urely triumph.”* 

> dt is quite evident that this doctrine goes far beyond the conception 
of ‘natural laws,’ and implies a belief in a Providential order. Bastiat 
never shrinks from this position. He never misses an opportunity of 
declaring his faith in language much clearer than that of the Physio- 
crats. “God,” he writes, “has placed within each individual an 
irresistible impulse towards the good, and a never-failing light which 
enables him to discern it.”* 

Auguste Comte has delivered an eloquent protest against the vain 
and irrational disposition to think that only the spontaneous can be 
regarded as conforming to the ‘order’ of nature. Were this the case 
any practical difficulty “ that presented itself in the course of industrial 
development could only be met with a kind of solemn resignation under 
the express sanction of political economy.”* 

Even as an exposition of the Providential order Bastiat’s faith is not 

* On this question of w ho benefits by international trade see our discussion of Mill’s 
treatment or the problem (pp. 369-370). 

* Ihnnmui, p. a 1 . Our quotations are taken from the tenth edition of the CEuim 
ampltUs, 

* "Economic phenomena ate not without their efficient cause and their Provi- 
dential aim." (/Amwmer, last page.) 

at this harmony, the economist can join with the astronomer and the 
physiologist and say: Digital Dn sit Air “ chapter a, p. 39.) 

"If every one would only look after his own affairs. Cod would look after every- 
bodyV (rtj, chapter vni. p. *90) 

* AuTaste Comte, Cams i> PWoKjJd-.i* >»ritrr«,V{A. TV, p. at». 
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balance against it, and that international exchange benefits poor 
countries most. 1 

\Tfie thesis of the constructive portion of his work is as follows: f^The 
general laws of the social world are in harmony with one another, and 
in every way tend to the perfection of humanity.^ A priori, however, 
are we not confronted with rank disorder everywhere? To that he 
replies in his well-known apologue, “ Thi ngs are not what they seem,” 
pointing out that we cannot always trust what we see, and that what 
is not seen is very often true. '’Apparent antagonisms on closer view 
often reveal harmonious elements. But roan’s freedom sometimes 
breaks the harmony and destroys the liberty of others. Especially is 
this the case with spoliation, which Bastiat never attempts to justify, 
but denounces whenever he has the chance. But around man and 
within him are diverse forces which must lead him the way of the 
good, deviate he never so often, and which will finally and auto- 
matically re-establish the harmony. v>^Iy belief is that evil, far from 
being antagonistic to the good, in some mysterious way promotes it, 
while the good can never end in evil. In the final reckoning the good 
must^urely triumph.”* 

'•ft is quite evident that this doctrine goes far beyond the conception 
of ‘natural laws,’ and implies a belief in a Providential order. Bastiat 
never shrinks from this position. He never misses an opportunity of 
declaring his faith in language much dearer than that of the Physio- 
crats. “God,” he writes, “has placed within each individual an 
in-esistible impulse towards the good, and a never-failing light which 
enables him to discern it.”* 

Auguste Comte has delivered an eloquent protest against the vain 
and irrational disposition to think that only the spontaneous can be 
regarded as conforming to the ‘order’ of nature. Were this the case 
any practical difficulty “that presented itself in the course ofindustrial 
development could only be met with a kind of solemn resignation under 
the express sanction of political economy."* 

Even as an exposition of the Providential order Bastiat’* faith is not 

1 On this question of who benefits by international irade see our discussion of Mill’s 
treatment of the problem (pp 369-370). 

1 Ilmnon'ui, p. 21. Our quotations are taken from the tenth edition of the (Eutut 

‘"Economic phenomena are not without their efficient cause and their Provi- 
aim.- {Hammiet, but page ) 

Looking at this harmony, the economist can join with the astronomer and the 
physiologist and aay: Digitus Dei cil be ” chapter st, p. 39 ) 

’If every one would only look after bit own a flairs, God would 
oody*s.“ (/sy , chapter vni, p. ago.) 

* Auguste Comte, Cran it PMIasapiw |»istw», Vd, TV, p. aoj. 
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easy to justify. It by no means agrees with the Christian teaching on 
the point. For we cannot forget that ..although Scripture teaches us 
that both man and nature were declared good when first created by 
God, it also teaches that both have been entirely perverted by man’s 
iniquity, and that never will they become good of their own accord, 
since there is no natural means of salvation. 1 Christian people are 
exhorted to hill the natural man within them and to foster the growt 
of the new man. Christianity promises a new heaven and a new cart 
— an infinitely more revolutionary doctrine than that of the economi 
Optimists. Bastiat’s God is, after all, just “ Le Dim des bonnes gens' 
whose praises are sung by B<f ranger. 

What are the facts of this pre-established harmony? What are it 
laws, and where arc they operative? \They are in evidence everywhere, 
Bastiat thinks — in v alue and exchange, in the ins titution of private 
property, in competition, production and consumption, etc. Wc shall 
content ourselves with a consideration of the circumstances under 
which Bastiat thought it was most clearly seen. 


-if 


THE THEORY OF SERVICE-VALUE 


First of all we have the law of value, “which b to political economy 
what numbers are to arithmetic/’* 

Ricardo taught that value was determined by the quantity oflabour 
necessary for production. TTus theory b entirely at one with Bastiat'*, 
and he would have felt no compunction about inserting it in the 
Harmonies, for a theory of value which showed that every form of 
property b really based upon labour seemed to accord with the require- 
ments of justice, vll ut although Bastiat’s method was almost exclu- 
sively deductive, and as little realistic as possible, he could never 
content himself with an explanation which was all too clearly in con- 
flict with the facts. Such a theory could never explain why the value 
of a pearl accidentally discovered should equal the value of anodic* 1 
laboriously brought from the depths of the sea. Accordingly he sought 
another explanation, j aster, and more in accordance with facts, than 
Ricardo's. 

Carey effected just the needed correction of the Ricardian theory, 
by propounding another ingenious explanation, namely, tlutfes^Ji 

determined, not by the quantityof labewr^actually rmplqyed in pred 1 ** 


1 The Cturjy of i Sue RrfjrmaJ Church rtuli ** Wlow: “U'e t* * 

[oo&s our ir> >r> i Crt «nt * See our duptrr on 14 Ilrtnoo ihsc erwt these 
u C& r iicaai iy- (pft- ; i t-cu). 
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tion. but by the q uant ity o fjabour . saved This would account for 
"those” factsthat refused to fit in with the Ricardian theory, and the 
chance pear! was no longer a stumbling-block. Bastiat was evidently 
attracted by this theory. 1 But Ids satisfaction was by no means com- 
plete, for it is not quite clear how a value which is proportional to the 
amount of lavour saved — that is, to labour which never has been and 
never will be undertaken— can be considered as an economic har- 
mony. But a ray of light illumines the darkness. The labour saved i s 
a kind o f ser vice Tend ered to Jhc.Persoa whQjtcauircs. the commodity. 
The long-sought explanation is found at lastly Value is the rati o c 
between two exchanged services. S ’* And, seeing that individual 
property and private fortunes represent sums of values, we might say - 
that a person’s property is merely the sum of the services rendered by 
him. Herein lies the harmony. Nothing better could be wished for, 
and Bastiat exults in his discovery. Everything becomes quite clear, 
every contradiction is removed, every difficulty solved, if we take for 
our starting-point the crux of economic theory — namely, why diamonds 
are considered more valuable than water. CF1 ic diamond is more 
valuable simply because the person who gives U to me is rendering 
me a greater service than he who merely gives me a glass of water. 
This was not the case on the Medusan raft, but even in that instance, 
seeing that the service rendered was incalculable, the value must have 
been immense. 

Every solution propounded by economists — uulity, scarcity, diffi- 
culty of acquisition, cost of production, labour — is included within this 
conception of service, and "economists of all shades of opinion ought 
to feel satisfied." “ My decision is favourable to every one oF them, 
for they have all seen some aspect of the truth; error being on the 
other tide of the shield.*’’ Moreover, the word ' sendee' has the 

1 "I have attempted to show that value ia based not ao much upon the amount of 
labour which a thing has cost the person who made it. as upon the amount oflabour 
it saves the persons who obtain it. {He ought to have acknow lodged his indebtedness 
to Carey in this matter.] Hence 1 have adopted the term ‘service,’ which implies 
both ideas. 1 * ( Hamonui , chapter ia, p. 341.) 

* HU . chapter v, p. 145. * Ibid , chapter v, p. tgj. 

•■Socialists and economists, champions of equality and fraternity, 1 challenge you, 
however numerous you may be, to raise even a shadow of objection to the legitimacy 
of mutual service voluntarily rendered, and consequently against the institution of 
private property as I have defined it. With regard to both these considerations, men 
can cm)y possess values, and values merely represent equal services freely secured 
and freely given." {Hid., chapter *ui, pp. *65, a63 ) 

Had the limits of this work permitted us to speak of the Italian economists we 

should have had to refer to Ferrara, profesaoc at Turin from 1849 to $858, whose 

thcopr of value and economic harmony link him to hit contemporaries Carey and 
oastist The .whole economic edifice, according to Ferrara, was built Upon cost of 
production. The v alue of a commodity is Dot measured by the amount of labour 
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have either been solicited or demanded, or perhaps even extorted 
under pressure. Such abnormal rates of discount, interest, or rent can 
find no place in Bastiat’s fonjiula. From a moral and ethical point of 
view it is equally futile udt is a mere mask which affords protection 
as well to the worst exploiter as to the honest tradesman: all are 
thrown promiscuously into the ‘ universal harmony.’ 1 

Despite the justness of these criticisms, and although Bastiat's 
attempt to explain value by employing the term ‘service’ must be 
regarded as futile, the word has not remained a mere ingenious epithet. 
On the contrary, it has won for itself a permanent place in economic 
terminology. We shall again meet with it in the vocabulary of that 
school which prides itself upon the exactness of its method, namely, 
the Hedonistic and Mathematical school. These later writers con- 
stantly make use of the term ‘productive services,’ and would find it 
hard to discover another word having a sufficiently wide connotation.* 

It is true that the word ‘service,’ with all the noble associations of un- 
selfish interest and professional honour which cling to it (compare the 
phrase ‘his Majesty’s service’), may lead us astray as to the economic 
arrangements or society, and that a recollection of the less distinguished 
uses of the term may cause us to doubt the wisdom of Bastiat’s choice. 
Still, it is the best that we can imagine when speaking of the society 
of the future. It is employed in the same sense as Auguste Comte used 
the term ‘social function,’ or as the equivalent of Marshall’s ‘economic 
chivalry.’* In attempting to present to ourselves the society of the 
future, or at least the society of our dreams, we must hope that the 
present incentive to economic activity, which is merely the desire for 
profit, will gradually give place to the idea of social service. When 
that day daw ns a statue ought to be erected to the memory of B^£7 / 


II: THE LAW OF FREE UTILITY AND RENT 
Ricardo's law of rent was the optimist’s nightmare. Should it by 
1 Bastiat himself was obliged 10 recognize ihu i^Thave not taken the tmi.Kl. 
ask whether all these service, .re real and proper or whether men am not sTmeurn 
paid for service, which ihey never give. The world is full of such uiiustire." 
{rJarmomts, chapter v, p. 157.) 1 

But if the world is full of people who are paid for services which they have never 
** ' m *8 mlr y and improper work, what is the use of speaW of value 
and property as if they were founded upon service rendered? 8 

1887! Clde ’' >rUCk ° n U * U in the Rtnu f£to«m.poht, tutl 

. * ■!'. h * 1 . aln »dy employed the term ‘service ’ without giving tt anv norm . 

uve significance, umply using it to distinguish between wealth wUA consist 
and wealth which consists of material products. actl 

* Social f-oinbitilUs t^EcM/mai Oiatiy.in Etmomv Journal, March 1907. 
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fi» »fww that this l, w K»J in reality no 
»r«l With this »rr{ irv »i>w fhi,»ut at»riTip'» In defend |he 
fit**?.-* ilti nr Und ** tt«rifo*nff * vr* »** products m all men. 
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|k»«* they fo V s!>ie * tlwJut fepliea th.st ehry doubtless prawr* 
**h*. I**! ih-at the ffiff pan! £>r not tm» r ihe ruturil 

Wittily rf three {return h tnrfiy rn vers cost of production, and b 
roly jwtl tufT-eient tn r»iml>»ir*e the proprietor (nr the incurred. 

|'*t<f>K» «mt.»ins two layers of sup*rimp<«vrd utilities. The 
IW «• Ur 1 ! rif iwimi Iml and mml le p.tul fiir It constitutes what 
*•« Oil salur 7 hr ocher, wf t*f» fs thrown into the hargitn, b a gt/l 
of tvatuff, and at such n never pan! U>e. This lower stratum, though it 
it f/ nTnwlnjMf Impnttaner, » i^ruimj simply because it i* wd 
revealed in ptKr. It » invisible because it n free. 

Hut when 4 commodity « free, like «i t, light, nr running water, it b 
the common pcwvrwion of every body. The umr idea may be expressed 
by sa> ins that below the apparent layer of value which constitutes in- 
dividual proj<rty there bes an tnv ruble layer of common propeny which 
benefits every body able. “ What Providence decreed should be common 
lias remained so througliout the whole history of human transactions. 

“Tlib,” lays IUitiat, “is tlie essential law of social harmony.” The 
proprietor, who in the Ricardian theory figure* as a kind of dragon, 
jealously guarding the treasures of national wealth, which can only be 
enjoyed on payment ofa fine, or w ho in Proudhon’s passionate invectives 
is denounced as an interceptor of the gills of Cod, appears to Bastiat as 
a mere intermediary between nature and consumer. He is like a good 
servant who draws water from a common fount, and receives payment, 
not for the water drawn, but solely for the trouble of drawing it. 1 


* "And I «1*> dec lire I hi I you hive not intercepted my of the gifts of Cod. » 
true that you received them free out of nani/e't hind. But it is equally true lh»* 
hive handed them on freely, reserving nothing for yourself. Fear not, but « in 
peace »nd freedom from every qualm." (/fosiwaJ, chapter vui, p. SJ7-) _ 

"Cult is free for every one. There is neither paradox not exaggeration m tbit, it 
Is as free as the water of the brook, if we only take the trouble to get it, or pay 0 

for getting it for us." (/M. chapter x.) Bastiat would not regard the sharrhowexs 

dividends as payments for the trouble which the shareholders have taken in 
the coal. The dividends limply pay for the trouble taken to save the money which 


made the exploitation possible. 

Say spoke of free natural agents. What he meant to refer lo was 
tnodities as air and water, which are at the disposal of every one. 


1 such natural com- 
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But there it a still greater degree of harmony. Of the two elements 
— the onerous and the gratuitous — which enter into the composition 
of all forms of wealth, the former gradually tends to lose its importance 
relatively to the latter. It is a general law of industry that as invention 
progresses the human effort necessary to obtain the same satisfaction 
diminishes. New labour is almost always more productive than old, 
and this is true with regard to all products, whether corn or coal, steel 
or cotton. It is true not only of the products of the land, but also of 
the land itself. The cost of clearing new land is diminishing, just as 
the expense of making new machinery is decreasing . The natural 
utility, on the contrary, is never diminished. Com has to-day exactly 
the same utility as it had on the morrow of the Deluge 

Property being nothing more than a sum of values, every diminu- 
tion of value must be interpreted as a constant restriction of the rights 
of property. 

Hence this result, “which Teveals a most important fact for the 
science, a fact, if I mistake not, as yet unperceived,” 1 namely, that in 
every progressive society common or gratuitous utility never stops 
growing, while the more arduous portion, which is usually appropriated, 
gradually contracts. Present society is already communistic, and is 
becoming more so every day. 

The idea is indeed an attractive one. Individual property is like a 
number of islands surrounded by a vast communal sea which is con- 
tinually rising, fretting their coasts and reducing their areas. When 
labour has become all-powerful and when science had dispensed with 
effort the last islet of property will sink beneath the wave of free utility. 
And so Bastiat triumphantly exclaims: “You communists dream of a 
future communism. Here you have the actual thing. All utilities are 
freely given by the present social order provided we facilitate ex- 
change.”* 

Bastiat, usually so logical, seems inclined to be sophistical beTe. If 
we seek beneath this brilliant demonstration sve shall merely find the 
statement that rent is non-existent because the value of commodities 
— including all natural products— can never exceed cost of production. 
This cost of production is being continually lowered, and so the value 
of goods must be falling. 

But the statement requires proof. There is nothing to show how the 
price of natural goods under the influence of competition would tend 
to fall to the level of cost of production — still less to the minimum 
level. There is no refutation either of the differential or monopolistic 
theory of rent. There is doubtless this much truth in it: nature docs 
1 Hanuna, chapter viii, p. *56. * fly,, chapter V, p. 14a. 
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utilization of all natural forces, takes place according to the inverted 
order of their strength. Animals are domesticated before man 
harnesses wind or water, and water and wind arc employed before 
there is any thought of vapour or electricity. The same is true of land. 
Fertile land in its natural state is either overrun with vegetation, which 
must be grubbed up, or is covered with water, which must be drained 
off. “Rich land Is the terror of the emigrant.” 1 Its virgin forests must 
be felled, its wild animals destroyed, its marshes drained, and its 
pestilential miasmas rendered innocuous if it is not to become a mere 
graveyard. And not until several generations have given of their toil 
will it be of much use. Rather than undertake the task the earliest 
emigrant seeks the lighter soils or the hill-side, which are better 
adapted to his feeble means, as well as safer and more easily de- 
fended. 

That this theory is well founded may be very clearly seen if we 
watch the progress of cultivation or the colonization of new lands, or 
glance at the general history of civilization. Men group themselves 
in villages on the higher levels or build their castles on the slopes of 
the hills, and only descend ilavAy and carefully into the lower plains. 
How many are the localities in France where the new town may be 
seen overspreading the plain close to the old city which still crests the 
hill! The various national gods— Hercules, for example, who stifled 
the hydra of Lerna in his arms and shot the birds of Stymphalus’s 
pool with his arrows — are in all probability just the men who first 
dared to break up the alluvial soils 
This theory, again, is open to the same objection as Ricardo’s. It 
applies to some cases only, and under certain conditions. Ricardo’s 
theory explained the facts relative to England, where population presses 
heavily upon the limited area of a small island already well occupied. 
Carey's theory is equally well adapted to an immense continent, with 
a thinly scattered population, occupying only a few cultivated islets 
amid the vast ocean of virgin forest and prairie. The two theories are 
not contradictory. They apply to two different sets of conditions, or 
to successive phases of economic evolution. And seeing that Ricardo’s 
applies to the more advanced stage of civilization, it certainly ought 
to have the last word. If Carey were writing now he would probably 
express hlmstlf somewhat differently, for it is no longer true even of 
the United States that the more fertile lands are still awaiting cultiva- 
tion. Only the poorer and the more arid plains remain uncultivated, 
and here dry farming has to be resorted to. So that even in the ’Far 
West* Ricardo’s theory is closer to the Tacts than Carey’s. Rents are 

1 Carey, Pn*nfJn •/ W 
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is diminished, and any further diminution of its share must mean an 
increase of the proportion available for labour. 

But a relative diminution of this kind will not prevent capital draw- 
ing an absolutely greater share, provided the total produce goes on 
increasing, as is the case in every progressive community. Its total 
share, though on the increase, may be decreasing relatively to the 
share which goes to labour. For example, the total product may be 
tripled, capital’s share having doubled in the meantime, while labour’s 
portion is quadrupled. Unfortunately this is a purely sophistical argu- 
ment. The figures given in the table are simply invented to meet the 
needs of the case. Even the universality of the law concerning the 
lowering of the rate of interest is open to dispute. Economic history 
seems to point to a series of periodic oscillations of the rate, and quite 
recently it has risen very considerably. 

The so-called ' law’ becomes more than doubtful if, following Bastiat, 
we include under the term interest, not merely net interest, but also 
profits and dividends and all kinds of returns from capital. 

But, even admitting that such a law is thoroughly established, does 
that prove that capital’s share is decreasing? A. lowering of the rate 
of interest cannot affect the capital already invested in factories, mines, 
railways, State funds, etc. The latter will not draw a penny less, and a 
fall in the rate of interest will increase the value of all old capital. Every 
capitalist knows this and speculates on the chance of its happening. 1 

Only in the case of new capital, then, will a lower rate of interest 
reduce the capitalist’s share. If by any chance this new capital should 
prove less productive than the old it may then happen that the reduced 
rate of interest will mean an equal or even a greater rise in the re- 
muneration of labour. This is quite a probable contingency, and the 
proof advanced by economists who believe in a gradual lowering of 
the rate of interest is just this very fact that new capital is generally 
less productive than old. 

In short, the problem presented by the rate of interest, implying as 
it does a certain connexion between the value of the capital and the 
value of the revenue, is entirely different from the question as to what 
share of the produce will eventually fall to the lot of the capitalist and 
what to the workers. 1 

* A towering of the rate of interest from 5 to 3 per cent, means that whal formerly 
eo« £60 and yielded 3 per cent, will now cost £100. There u 00 decrease of the 
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excuse or even to approve of breaking windows or wasting powder, 1 
but the consumer unceremoniously condemns all such destruction of 
wealth as useless consumption. 

But Bastiat is not content with giving the consumer mere econo- 
mic pre-eminence. He is equally anxious to demonstrate his moral 
superiority. “If humanity is to be perfected, it must be by the con- 
version of consumers, and not by the moralizing of producers,”’ and 
so, he holds consumers responsible for the production of unnecessary 
or worthless commodities, such as alcohol.’ Bastiat’s contribution to 
this subject is quite first-class, and may possibly be his best claim to a 
place among the great economists. He was not far wrong when on his 
deathbed he delivered to his disciptes as his last instructions — his 
. noDisrima ttrta, “Political economy should be studied from the con- 
sumer’s standpoint.” This distinguishes him from his famous anta- 
gonist, Proudhon, who always had the producer’s interest at heart. 

The only things with which wc can reproach Bastiat are a too per- 
sistent faith in natural harmonics and a belief in the efficacy of ordinary 
economic laws to bring about the supremacy of the consumer. In 
fact, the consumer’s reign has not yet come, and the economic mechan- 
ism is becoming more and more the tool of the profit-maker. The 
consumer has had to seek in organization a method of defending his 
own interests and those of the public, with whose interests his own are 
often confused. This is why we have institutions like the co-opeTativc 
society and the consumers’ league. His moralization, moreover, is 
not entirely his own affair. Before the consumer realizes the full 
measure of his responsibility and the extent of his duties a great deal 
of work will be necessary on the part of buyers’ social leagues, tem- 
perance leagues, etc. 

Strangely enough, economists of the Liberal Individualist school 
view such institutions with a somewhat critical eye.* 

V: THE LAW OF SOLIDARITY 

We must not forget, as most writers on the subject seem to have 
done, that Bastiat was the first to give the law of solidarity — so popular 
in the economics of to-day — a position of honour within the science of 
political economy.* One of the unfinished chapters of the Harmonies, 

* Set one oT Buliat's bat-Vnown pamphlets, La Vitrt caule. 

Harmonics, chapter vi, p. 419. 

* Quoted by his friend Paillottet in hu preface to the CEums computes. 

1 Yves Cuyot in the Journal dec {xaoomisUs for 1904 it passia u See p. 

The word is not his invennon- That honour is claimed by Pierre Leroux. See 
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education, everything that is comprised under the term ‘social soli- 
darity’ is cast aside. 1 

It is a terribly individualistic conception or solidarity. Comparison 
with Carey’s ideas is again interesting. Carey may seem to ignore it 
altogether, inasmuch as he never mentions the name. But if the name 
was unknown to him he gave a good description of the pnnciple itself 
when he referred to it as “ the power of association." And he was also 
probably the first to put the double character of solidarity, as We 
know it to-day, in a clear light: 

(1) As the differences among mankind increase in number and 
intensity the more perfect will solidarity become. 

(a) Individuality, instead of being weakened by it, is strengthened 
and intensified.* 

Some one may perhaps point out that in our treatment of the 
Optimists* attack upon the great Classical laws no mention has been 
made or that terribly discordant theme, Malthus’s law of population, 
which ascribes ail vice and misery to the operation of a natural instinct. 
On this particular point Bastiat’s treatment is lacking in both vigour 
and originality. His reply merely amounts to showing that the preven- 
tive obstacles, such as shame and continence, religious feeling and the 
desire for equality, all of which limit the number of children, are equally 
natural, so that nature has placed a remedy alongside of the evil. 

A more solid argument, borrowed from Carey, attempts to show 
how a growing density of population allows of a growth of production, 
so that the production of commodities may develop pari passu with the 
growth of population, or may even exceed it. Carey relied upon his 
own observations. All over the vast American continent, especially on 
the immense plains of the Mississippi, he noticed that the few encamp- 
ments of the poor tribes that dwelt there were being rapidly replaced 

1 "Workers must understand that these collective funds [pension funds] must be 
voluntarily contributed by those who are to have a share in them It would be quite 
unjust, as well as anu-social, to raise them by means of taxation.. — that is, by force — 

from the classes who have no share in the benefits " (Harmonies, chapter xiv, p. 471.) 

“A peasant marries late in the hope of having a small family, and we force him to 

rear other people's children. He has to contribute towards the rearing of bastards.” 
(/bit/ , chapter xx, pp. 617, 618 ) 

Speaking of sharing in the benefits, he remarks- "That is really not worth talking 
about." (Ibid , chapter xiv, p. 457 ) 

* "Organisms in nature have their rank and degree of perfection determined by 
the number of organs which they possess and the amount of difference which exists 
between each of them " (Sorwf Sanei, Vol III, p 461) 

" Lift has been defined as an exchange of mutual obligations, hut if there were no 
difference between the various objects bow could the exchange take place'” (Ibud, 
Vol. I, pp 54-55) 

“The more perfectly coordinated the whole is, the better developed will be each of 
its parts ” (7itf, Vol. III. p. 46a ) 



by large industrial centres. Such an increase of population in imme 
diate contiguity naturally resulted in a great amassing of wealth. 

We have already noted the fact that the growth of wraith in th 
United States has outstripped the increase in its population.' Th 
simultaneous development of Germany, both in numbers and wealth 
is still more striking. 

But Carey’s population theory is open to the same criticism as was 
urged against his theory of rent. Up to a certain degree of density it 
is undoubtedly true, but there is no ground for believing that it holdi 
good beyond this. 


Bastiat’s name is frequently linked with Dunoyer’s, to whom we 
have already had occasion to refer. 1 Dunoyer was one of the most 
militant of the politico-economic Liberals, and fully shared their 
belief that free competition was a sufficient solution for every social 
problem.* The obvious drawbacks of free competition, he thought, 
were due to its imperfect character. No one was more opposed to 
State Socialism and to intervention of every kind. He was opposed 
to labour legislation, to Protection, to the regulation of thtf rights of 
property, and even to (he State management of forests. Ai we hair 
already remarked, he was against every kind of combination, because 
it stood as an obstacle in the path of free competition. 

Logically enough he was in favour of the free disposal of land, »nd 
would not even make any reservations in favour of heirs. He refuses 
to recognize the right of entail because the exercise of the testator » 
liberty necessarily involves the curtailment of the liberty of hi* 


successors.* 

Some of the arguments which he employs in support of free es* 
change are quite novel. The following U one of the most interesting 
Admitting that it is not to the advantage of a poor country to trwl'’ 
with another which is wealthier or industrially superior, the same thing 
must apply to the poorer districts of a country In their dealings with 
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other provinces that have suddenly become rich, or with rich 
provinces recently acquired by conquest. Hut ‘'as soon ns they 
arc annexed their superiority presumably disappears.” The argu- 
ment is amusing, but not very solid. It is not impossible that free 
exchange, even within the bounds of the same country, may have the 
effect of drawing capital and labour from the poorer districts towards 
the richer, from Cmise or Corsica to Paris. This is just what docs 
happen. It is not, perhaps, a very serious evil, because what France 
loses on the one band she gains on the other; but if Creuse or Corsica 
were independent slates, anxious to preserve their individuality, we 
could understand their taking measures to prevent this drainage. It is 
true that It is not easy to see how protective rights could accomplish 
this — a point which Dunoyer might well have emphasized. 

We cannot speak of Dunoyer without saying a word about his 
theory of production. Labour with him is everything. Nature and 
raw material arc nothing. He stands at the opposite pole to the 
Physiocrats,’ and supplied a handle to those socialists who before 
Marx's day had thought that labour was the only source of wealth, 
and that consequently all wealth should belong to the worker. But he 
pays no very great attention to this idea. HU chief concern is with 
production, and not with dUtribuuon. 

From this view of production he draws several interesting con- 
clusions. 


In the first place, it matters little to him whether labour is applied 
to material objects or not. That makes no difference, so far as its 
character or productivity U concerned, for in both cases what is pro- 
duced U an immaterial thing caHed utility. What the baker produces 
U not bread, but the wherewithal to satisfy a certain desire. ThU is 
exactly what the prims donna produces. The so-called liberal profes- 
sions are placed in the same category as manual work, and in this 
respect again Dunoyer takes up a position opposed to that of the 
Physiocrats.* 


’"Labour !» the only source of productive power. Capital u a human creation, 
and land is simply a form of capital." ( Dt U LibtrU du Traiatl, Book VI.) 

* S*y l^d already recognized the claims of immaterial wealth alongside of material, 
and he had employed the term ‘service*’ in describing them In this way he con- 
sidered that the professor, the doctor and the actor had claims to be regarded u 
producers Dunoyer, white accepting his conclusion, criticizes his way of putvmg n, 
He recognizes no distinction between material and immaterial wealth. There ~ 


iverything that man produces ” But be is entirely wrong when he says that a , 
eacher is a producer of enlightened men and a doctor a producer of bealthy pr- 
>Ve ate at a loss to explain why at one moment be refuses to recognize the m 
clement m production, while at another he grossly exaggerates the material results 
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with “young Caroline,” 1 when MacWickar, writing his First Lessons in 
Political Economy for the use of Elementary Schools, expressed the belief 
that the science was already complete. s^tbc first principles of political 
economy,” he wrote, “are mere truisms which children might well 
understand, and which they ought to be taught. A hundred years ago 
only savants could fathom them. To-day they are the commonplaces 
of the nursery, and the only real difficulty is their too great simplicity.”’ 

We cannot attempt the individual study of all the economists of 
this period.* However, one of them, Nassau Senior, 4 certainly deserves -£2 
more space than we can give him in this history, and is perhaps the —• 
best representative of the C lass ical school, showing its good and bad 
points hetter than any other writer, '-fie removed from political 
econ omy every trace of system, every suggestion of social reform, every A 
connexion with a moral or conscious order, reducing it to a small 
number of essential, unchangeable principles. Four propositions . 
seemed sufficient for this new Euclid,* all necessary corollaries being 
easily dedudble from one or other of these. Senior’s ambition was to 
make an exact science of it, and he deserves to be rememb ered as one 
pf the founders of pure economics . 

{He is responsible for the introduction into political economy of a 2/^ 
new and hitherto neglected element, namely, an analysis of abstinence, 
or saving.} (The former word, which is Senior’s choice, is the more 
striking and precise term.) It is true enough, as Senior remarks, that 
^abstinence does not create .wealth, but it constitutes a title to wealth, 
because it involves sacrifice and pain just as labour does. Hitherto 
the income of capital had been the least defensible of all revenues, for 
Ricardo had only discussed it incidentally, and had represented it as a 
surplus left over after paying wages. The claim of capital was believed 
to be as evident as that of land or labour, and there was no need for 

•Mrs Marcel’s CsawnMnw belong to 1817, Miss Martmesu's Illustrations to 1839 
The laiter had a wonderful vogue. 

* Quoted by Seager in a lecture on economics at Columbia University in 1908. 

* We have already referred to McCulloch and James Mill, two of Ricardo's imme- 
diate disciples. We must just add the names of Torrens and Gibbon Wakefield 
WahefeW was the author of a book which had a great reputation at one time, but 

which was simply an attempt to apply the Ricardian principles to the practice of 

Nassau Senior during a part of his life was Professor D r Political Economy at 
Oaford The Oxford chair, created in 1895, waa the first chair of economics to be 
established in England. His writings, which treat of various subjects, belong to the 
peiiod 1897-59. The bulk of bis doctnne is contained in his Political Economy, con- 
tributed to the EucydofaSa Bnlannica in 1836 and afterwards published separately. 
Thusmall volume may be regarded as the earliest manual of political economy. 

The four principles were (i) the Hedonistic Principles <as) the Principle of Popula- 
tion; (i,i) the Law of Increasing Returns in Industry; (iv) the Law of Diminishing 
Returns in Agriculture. 
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No icvolulionary wcialiit could ever have invented a better argu- 
ment for the abolition of the existing order. And how different from 
the * natural Older ’ 1 But Senior is quite unmoved, and the tuperb 
indifference with which economists of the Ricardian school affirm their 
belief in their doctrines without taking any account of the conse- 
quences which might uphold or might destroy those very beliefs has a 
peculiar scientific fascination for us. 

Also. It w aS-Senioc whojaid stress upon scarcity as the basis or ’ 
economic valu e. {But a thing to possess value must be not merely rare, 
iTmml also satisfy some want^ It must be a rare utility. -'ll is the same 
term, ‘scarcity,’ that was employed by Walras. 

vThe Classical doctrines were taught during the first half of the 
nineteenth century, not in England atone, but in every country of the 
world. In Germany they were expounded by von ThOnen, of whom 
sve have already spoken, and by his contemporary Rau 1 In France, 
despite the growing influence of the optimistic politico-liberal creed 
considered in our last chapter, English Classical economics was still 
taught by a large number of economists, among whom Rossi deserves 
special mention. His Court d'fjcnomie politiqut, published in 1840, 
enjoyed a fair success, due, not to any originality in the contribution 
itself, but to the somewhat oratorical style of the work.* 

But to proceed to the central figure of this chapter— John Stuart 
Mill.* < With him, Classical economics may bq said in some , way 


longer be known, inheritance, together with all its privilege*, might nil! continue 10 
exist. Senior evidently understand* by the term ‘rent’ any kind of income that is not 
obtained by personal effort. But this in clearly a perversion of the original meaning. 
• ’ Rau’i treatise on political economy belongs to the years 182G-37. and von Thunen’s 
Der Iwhrti Stoat appeared in 1826 

• Pellegrino Rossi, who became a naturalized Frenchman in iBjj, was an Italian 
by birth He succeeded Say as professor at the College de France He afterwards 
became Lecturer on Constitutional Law, and his name is commemorated in one of 
the annual prizes. He eventually entered the diplomatic service, and was attached to 
the Papal See during the pontificate of Pius IX. He was assassinated at Rome in 
1848. 

’John Stuart Mill, bom in 1806, was the son of James Mill the economist of whom 
we have already spoken. The system of education which his father planned for him 
eaa only be described as extraordinary. Practised on anyone else it would have been 
lata! VAt the age of ten he was already well versed in universal history and so the 
literatures of Greece and Rome. ^At thirteen he had a fair grasp of science and 
philosophy, and had written a history of Romey By the time he was fourteen he knew 
all the political economy that there was to know then. In 1 829, then a young man of 
twenty. three, he published his first essays on political economy . In 1843 appeared his 
well-known SjiUmof Log u, which immediately established his fame. In 1 848 he issued 
the admirable Principles of Political Eeommp. Mdl was in the service of the East India 
Company up to the time when it tost its charter in 1858. From 1865 to 1868 he 
was a member of the House of Commons. After the death of his wife, who colla- 
borated with him in the production of several of hit works, especially Liberty (1839), 
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Mill, it has been said, was simply a gifted popular writer. But this 
is to under-estimate his ability. It is true that, unlike Ricardo, Malthus, 
or Say, his name is not associated with any economic law, but he 
opened up a wider prospect for the science which will secure him a 
reputation long after the demise of these so-called laws. < 5 iis fame is 
doubly as sured, for in no other work on political economy, not except- 
ing even the' Wealth of Nations, are there so many pages of fine writing, 
so many unforgettable formula; which will always be repeated by 
every one who has to teach the science.^ It is not for naught that the 
Principles has served as a text-book for so long in many of the English 
universities. 

Before examining the changes in the Classical doctrines which Mill 
himself effected, we must give a brief outline of those theories as they 
appeared in all their inflexible majesty towards the middle of the 
nineteenth century, during the period between the publication of the 
Principles and the death of John Stuart Mill, between 1848 and 1873. 
This was the period when the Classical Liberal school believed that its 
two old rivals, Protectionism and socialism, were definitely crushed. 
Reybaud, in his article on socialism in the Dutionnaire d'fconomie 
politique of 185a, wrote as follows: "To speak of socialism to-day is to 
deliver a funeral oration." Protection had just been vanquished in 
the struggle that led to the repeal of the English Corn Laws, and was 
to suffer a further check, alike in France and in the other countries of 
Europe, as a result of the treaties of t86o. The futme lay with the 
Classics. It was little thought that 1867 would witness the publication 
of Kapital, that in 1872 the Congress of Eisenach would reassemble, 
when the treaties of i860 would be publicly denounced. 

Let us profit by its hour of glorious existence to give an exposition of 
the doctrines which it taught. The treatment must necessarily be very 
summary, seeing that we are not writing a treatise on political economy, 
and that our attention must be confined to writers who are definitively 
members of the Liberal school. 

I: THE FUNDAMENTAL LAWS 
<*^_Mi e . f Jn_natural Ja ws was a lways .an .article of f ai th with the 
C lassic al .school. Without some such postulate it seemed to them that 
no collection or truths, however well attested, could ever lay claim to 
the title of science. But these natural laws had none of that ‘provi- 
dential,’ ‘finalistic,’ and ‘normative* character so frequently dwelt 
upon by the Physiocrats' and the Optimists. They are simply natural 

1 Dtt Pont de Nemours, writing very much in the ipmt of the Classical school, had 
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imply that he desires the failure of others. Individualism does not 
exclude sympathy, 1 and a normal individual feels it a source of 
gratification whenever he can give pleasure to others. 

But this did not prevent Ricardo and Malthus from showing the 
numerous instances in which individual interests conflict, where it is 
necessary that one interest should be sacrificed to another. And Mill, 
far from denying the existence of these conflicts, has taken special pains 
to emphasize them. The Cla ssical writers, together with the Optimists, 
reply that such contradictions arc apparent only, and that beneath 
these appearances there is harmony; or they point out that these 
antinonuea^are due to the fact that both individualism and liberty 
arc only imperfectly realized, and as yet not even completely under- 
stood, hut that as soon as they are securely established the evils which 
they havejnomentarily created will be finally healed.* Liberty is like 
Achilles’s lance, healing the wounds it inflicts. Other individualists, 
such as Herbert Spencer, declare that the conflict of individual interests 
b not merely advantageous to the general interests of society, but is 
ihe very condition of progress, weeding out the incapable to make 
room for the fittest. 

(V) The Law of Free Competition . Admitting that each individual b 
the best ju3ge of his own interests, then it b clearly the wisest plan to 
let every one choose his own path. <Indivi dualbm presupposes liberty, % 
and, the Individualist school is also known as the Liberal school.^ This a - 
second title is more exact than the first, and b the only one whlch^*" 
the French school will accept. It emphatically repudiates every other, •> 
whether Individualist, Orthodox, or Classical.* 

1 Msm Smith, let vs remember, also wrote m bool on the Tfoory of Moral Snriimnilt 
(see Bool 1, chapter ii), and Stuart Mill writes a) follows: '•vln the golden rule of 
Jesu* of Nazareth we read the complete »pmt of the ethicj of utility To do as you 
would be done by and to love your neighbour as yourself constitute the ideal perfec- 
tion of utilitarian morality." (Uulibmaaum, chapter ii.) 

* This is how Mill views it. “It is only in a very imperfect state of the world’s 
arrangements that anyone can best serve the happiness of others by the absolute 
sacrifice of his own. (L'bltlanamsm, chapter ii ) But it is scarcely necessary to add, 
teeing that the two propositions are necessarily complementary, that one of Ihe best 
ways of securing happiness is to sacrifice one’s self in the cause of others. All that is 
required is a little patience. “Education and opinion will so use that power as to 
establish in the mind of every individual an indissoluble association between his 

happiness and the good of the whole.” Interpreted in this way, individualism is closely 

aim even to the most transcendent form of solidarity. 

V^,*One is sometimes ashed to state Ihe differences between the Classical, the Indi- 
vidualist, the Liberal, and the Optimist schools The question does not seem to us 
to be a very Important one, but we may answer it in this way: 

(«) The Individualist school, according to the worst interpretation put upon it, 
thinls that egoism is the only possible system of ethia and that each for himself is 
Ihe sole principle of action. But, naturally enough, every one is anxious to avoid the 

taunt of selfishness, and the existence of such economic ties as exchange and division 
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rate of interest; and on thejiegative sidejt implies resist ance to all 
State intervention .wherever the necessity for it cannot be clearly 
demonstrated,- as in the case of protective or parentarieglslauon. 

Mn the opinion of Classical writers, frec-competitloivwas the sovereign 
natural law. It was sufficient for all things. It secured cheapness for 
the consumer, and stimulated progress generally because of the rivalry 
which it aroused ]among”producers. Justice was assured for all, and 
equality attained,' for the constant pursuit of profits merely resulted in 
reducing them to the level of cost of production. The Dictiormaire 
iWconomit politique of 1852, which may perhaps be considered as the 
code of Classic political economy, expressed the opinion that competi- 
tion is to the industrial world what the sun is to the physical. /And 
Stuart Mill himself, the author of Liberty, no longer distinguishing 
between economic and political liberty, in less poetic but equally con- 
clusive terms states that “every res trictio n of competition is an evil,” 
but that “every extensionoTit is always an ultimate good. On this 
point he was a stem opponent of socialism, although in other respects 
it possessed many attractions for him. “I utterly dissent,” says he, 
“from the most conspicuous and vehement part of their teaching, their 
declamations against competition.” 

But the Classical school, despitehs glorification of free competition, 
never had any intention of justifying the present regime. The com- 
plaints urged against it on this score, like the similar charge of egoism, 
are based upon a misconception.^On the contrary, the Classics, both 
neyr and old, complain of the imperfect character of competitions 
■v^cnior had already pointed out what an enormous place monopoly 
still holds in the present regime. A regime of absolutely free competi- 
ti on is as much a dr eam as s ocialism, and It is as unjust to judge 


competition by the vices of the existing order as it would be to judge 
of collectivism by^what .occurred in the State arsenals. 


y fo) The Law of Population also held an honourable place among 
Classical doctrines, so honourable, indeed, that even the Optimists 
never dared contradict it. And of all economists Mill seems most 
obsessed by it. 1 In his dread of its dire consequences he surpasses 
Malthus himself.vAfid he reveals a far greater regard for moral eon-'* 
sideralions than was ever shown by the latter. 4 MiU was already a / 
Neo-Mai thusian in the respect which he felt for the rights and liberty 
of women, which arc too seldom consulted when maternity is forced 
1 Prutnphi, Boole IV, chapter vu. para. 7 (Ashley 1 * ed, p. 753). See the work of 
M^nan, or La St or all it la Comtnna, by Yves Cuyot. 

“ UJ v »>n to *>y that all mouths which the increase of mankind calls into 
existence bring with them hands. The new mouths require u much food as the oil 
one* and the hands do not produce si much." (Priari/ila, Book I, chapter ai, para, a ) 
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oscillates about a point of equilibrium. 1 He thus gave to the law of 
demand and supply a scientific precision which it formerly lacked, and 
by substituting the conception of equilibrium for the causal relation 
he introduced a new principle into economics which was destined to 
lead to some important modifications. 

The law of demand and supply explains the variations of value, but 
fails to illuminate the conception of value itself. tAThore funda- 
mental cause must be sought, which can be found in cost of production 
Under a regime of free competition the fluctuations in value tend 
towards this fixed point, just as “the sea tends to a level; but it never 
is at one exact level.*** 

(A temporary, unstable value dependent upon the variations of - 
demand.and supply, a permanent, natural, or normal value regulated t 
by cost of production, such was the Classical law of value.'' Mill was 
entirely satisfied with it, as will be seen from the following phrase, 
which seems rather strange, coming from such a cautious philosopher. ( 
“Happily,” says he, “there is nothing in the laws of value which 
remains for the present or any future writer to clear up; the theory of 
thesuVjjeU is complete.”* 

V/Tfielaw which regulates the value of goods applies also to the value 
of money. Money also has a temporary value, determined by the 
quantity in circulation and the demand lor it for exchange purposes 
— the celebrated quantity theory. But it also has a natural value, 
determined by the cost of production of the precious metals. 

The Law of Waert. A similar law determined wages — the price 
of hand-labour. Here again is a double law Temporary wages 
depend upon demand and supply — understanding by supply the . 
quantity of capital available for the upkeep of the workers, the wages \ 
fund, and by demand the number of workers in search of employment. * 
^This law was more familiarly expressed by Cobden when he said that 
Wages rose whenever two masters ran after the same man, and fell 
whenever two men ran after the same master 1 ^ 

1 "The rue or the fill continues until the demand and supply are again equal to 
one another- and the value which a commodity will bring in any market is no otbee 
tWthe value which in that market gives a demand just sufficient to carry off the 
existing or expected supply," [PjmnfUl, Book III, chapter a, para 4 ) 

Cournot in his criticisms of the las* of demand and supply had anticipated Mill. 
^ ut ** i* yrry probable that Mill was not acquainted with the Raiunhu 
PrMpla, Book III, chapter ill, para s. 

* AW., Book HI, chapter 1, para t. 

‘Wages depend, then, on the proportion between the number of the labouring 
population and the capital or other funds devoted to the purchase of labour, and 
tannot under the rule of competition be affected by anything else." (/In/., Book II 

chapter xi. Parts I and III.) 
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as othcn equally discouraging to the working classes, and equally fatal 
to the hopes which they had reasonably placed in their own efforts.* 

The wage fund theory, though badly shaken as a result of Mill’s 
defection, was not abandoned by all the Classical writers, and some 
American publications later attempted a revival of it.* 

•*/$) The Law of Rent . The law of competition tends to reduce the 
selling price until it is equal to the cost of production. But suppose, 
as is often the case, that there are two costs of production, which of the 
two will determine the price? The higher will be the determinant, 
and so there exists a margin for all similar products whose cost of j,. 
production is less. Ricardo showed that this was the case with agri- ' 
cultural products as well as with certain manufactured goods.VMill 
included personal ability, and though the conception of rent was thus 
very considerably extended, it had not the scope which it had with . 
Senior. 

Lew of International Enhance . According to the Liberal 
economists Ricardo and Dunoyer (see p 352), international trade is 
subject to the laws regulating individual exchange, and the results in 
the two cases arc almost identical, namely, a saving of labour to both 
parlies. One party exchanges a product which has cost fifteen hours’ 
labour for another which, had an attempt been made to produce it 
directly, would have involved a labour of twenty hours. The gain is 

1 Slum Mill admitted that trade unions might modify the relation* between demand 
and supply, forgetting for the moment that ihra meant a contradietiun of Ihe Classical 
theory. 

The unions might limit the number of available men He feared that this would 
result in high wages for the small number of organized labourers anti h low wages 
for the others. They might cheek the birth-rate, their members betonmg accus- 
tomed to such a degree of comfort and well-being as would raise their standard of life 
He was always * strict Malthusian. 

•See the quarterlies of Harvard and Columbia It was an American, however, 
Francis Walker, in his Hager Overturn (1876), who did more than anyone to destroy 
the old wage fund theory. 

1 ‘‘The cost value of a thing means the cost value of the most cosily portion of it." 
(JViactfbi, Book II, chapter vi, para 1, prop 7 ) 

“The extra gains which any producer or dealer obtains through superior talents 

for business or superior business arrangements are very much of a similar kind If 

all his competitors hid ihe same advantages, and used them, ihe benefit would be 
transferred to their customers through the diminished value of the article, he only 
retains it fot himself because he Vs able to bring his commodity 10 market at a lower 
cost while iu value is determined by a higher." (/M , Book III, chapter v, para. 4 ) 
Senior had already emphasized one important dilTerence between agricultural and 
Industrial production, namely, that while the law of diminishing returns operates in 
the former case, the law of increasing returns is operative in the second In other 
words, the cost of production diminishes as die quantity produced increases The 
result is, as Mill points out elsewhere, that the industrial employ cr u anxious to reduce 
the sale price in order to produce more and to recoup himself for a reduction in price 
by a reduced cost of production. 
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But the value of the exchanged product is still undetermined. ^It 
lies somewhere between the real cost of production or the goods 
exported and the virtual cost of production of ll^e goods imported, in 
such a way that each country gains something/ That is all we arc 
able to say. Mill has gone a step farther. He has abandoned the 
comparison of costs of production, which is purely abstract, and can 
afford no practical measure of the advantages, preferring to measure 
the~value ofTKc imported product by the value of the product w hich 
must be given in exchange for it.* We require to find the causes that 
enable a country like England to obtain a greater or a lesser quantity 
of wine in exchange for her coal. In other words, the law of 
national values no 




goods arrange themselves in such a fashion that the quantities 
demanded by the respective countries exactly balance If there b a 
greater demand for coal in France than there is for wine in England, 
England will obtain a great quantity of wine in exchange for her coal, 
and will consequently find herself in a very advantageous position. 

Mill’s theory* constitutes a real advance as compared with Ricardo’s, 
for it affords a means of gauging the strength of the foreign demand, 
and of judging of the circumstances favourable to a good bargain. 
Mill was of the opinion that a poor country stood to benefit most by 
the transaction— thus confirming Bastiat's belief. A rich country will 
always have to pay more for its goods than a poor one.* 








VILt’* tNmVIDUALt*T-*OCIAl.l»r PROORAMME 37! 
led to the famousjswof June 25, 1816, abolishing import duty on 
coroT~Thls' law~was followed by others, and ended in the complete 
removal of all tarifT barriers. But the eloquence of Cobden, of Bright, 
and of others was necessary before it was accomplished. A national 
Antt-Com League had to be organized, no less than ten Parliamentary 
defeats had to be endured, the allegiance of Peel and the approval of 
the Duke of Wellington had to be secured before they were removed. 
All this even might have proved futile but for the poor harvest of 1845. 
This glorious campaign did more for the triumph of the Liberal 
economic school and for the dissemination of its ideas than all the 
learned demonstrations of the masters. Fourteen years were still to 
elapse before Cobden and Michel Chevalier were able to sign the 
treaty of 18G0. Even this was due to a personal act of Napoleon HI, 
and Cobden was not far wrong when he declared that nine-tenths of 



II: MILL'S INDIVIDUALIST-SOCIALIST PROGRAMME 
Such were the doctrines taught by the Classical school about the 
middle of the nineteenth century. The writers in question, however, 
strongly objected to the term ‘school,’ believing that they themselves 
were the sole guardians of the sacred truth. And we must admit that 
their doctrines are admirably interwoven, and present an attractive 
appearance. (On the other hand, it must be confessed that the prospects 
which they hold out for anyone not a member of the landowning 
class arc far from attractive.^ For the labourer there is promise of daily 
toil and bare existence, and at best a wage determined by the quantity 
of capital or the numbers of the population — causes which are clearly 
beyond the workers’ influence, and even beyond the assuaging influence 
of association and combination. And although the latter rights are 
generously claimed for the workers, the occasional antagonism between 
masters and men presages the eternal conflict between profits and 
wages. The possession of land is a passport to the enjoyment of mono- 
polistic privileges, which the right of free exchange can only modify 
very slightly. Rent — the resultant of all life’s favourable chances — 
reserved for those who need it least, monopolizes a growing proportion 
of the national revenue. Intervention for the benefit of rive worker, 
whether undertaken by the Stare or by some other body, is pushed 
aside as unwprthy of the dignity of labour and harmful to its true 
interests. XEach for himself’ is set up as a principle of social action, 
in the vain hope that it would be spontaneously transformed into the 
principle of ‘Each for all.^The search for truth was the dominant 



S'wS;=5-2^??s 

£#SgS£l£?^ 

S^'K=i^2“i5%S 

rt «i/l *£”’"* 'Woa 

on;.. . 45 "ever ,;_J ., 


C CT " '**£5?*"*°£Z££‘ 

-ite* <.*£r>? 'Ss S 8 ;. 


K, Pnmtatu, n-*.. 

rtvwrffi. 
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<Thc fi rst blow which he dealt at the Classical school was to chal- 
leng e its belief i n the universality and permanence of natural law>) He 
never took up the extreme position of the Marxian and Historical 
schools, which held that the so-called natural laws were merely 
attempts at describing the social relations which may exist at certain 
periods in economic history, but which change their character as time 
goes on. <Jle draws a distinction between the laws which obtain in 
the realm of production and those that regulate distribution^ Only 
in the one case can we speak of ‘natural’ laws; in the other they are 
artificial— created by men— and capable of being changed, should men 
desire it. 1 ^Contrary to the opinion of the Classical school, he tries to 
show that wages, profits, and rent are not determined by immutable 
laws against which the will of man can never prevail.^ 

The door was thus open for social reform, which was no small 
triumph. Of course it cannot be said of the Classical school, or even 
of the Optimists, that they were prepared to deny the possibility or the 
efficacy of every measure of social reform, but it must be admitted 
that they were loath to encourage anything beyond private effort, or 
to advocate the abolition of any but the older laws. Braun, speaking 
at a conference of Liberal economists at Mayence in 1 869, expressed 
the opinion that “ that conference had given rise to much opposition 
because it upheld the principle that human legislation can never 
change the eternal laws of nature, which alone regulate every economic 
action." Similar declarations abound in the French works of the 
period. But, thanks to the distinction drawn by Mill, all this was 
changed. vThough the legislator be helpless to modify the laws of 
production, he is all-powerful in the realm of distribution, which is the 
real battle-ground of economics. 


But, as a matter of fact, Mill’s distinction is^open to criticism, 
especially his method of stating it; and we feel that he is unjust to 
. en re S ar ds this as hij most important and most original 
contn ution to economic science.\Production and distribution cannot 
trt f' d 35 two sc parate spheres, for the one invariably involves the 
other.) And Mill himself is forced to abandon his own thesis when he 
a vocates the establishment of co-operative associations or peasant 
proprietorship, for cachjof these belongs as much’to the domain of 
production as to that of distribution. Rodbertus, at almost the same 


TrV™ ^‘obutiem of v, CJ !th. Thu is a matter of human institution 
Uke " 'S^Z^™***'* or Actively, can do with t 
claimed .chapter t, para. 1.) Karl Marx, a little lat 

Claimed that distribution u wholly determined by production. 
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mill’s individualist-socialist proorammk 375 
This noble ideal of a co-operative community was borrowed, not from 
Owen, hut from the Trench socialists. Mill had already eulogized 
the Trench movement, even before its brilliant but ephemeral triumph 
in 1848. He was not the only one to be attracted by the idea of a 
cooperative community, for the English Christian Socialists drew 
their inspiration from the same source. 

Mill lived long enough to witness the decline or co-operative produc- 
tion in England, and of the Co-operative Consumers' Union in France, 
but neither failure seems to have had any influence upon his projects. 1 
Whatever the method might be, the object in his ideal was always the 
tame, the self-emancipation of the workers 

(a) The rent of land, which Ricardo and his disciples accepted as a 
natural if not as a necessary phenomenon, appeared to Mill as an 
abnormal fact which was as detrimental to individuality as the wage 
system itself. Its peculiar danger was, of course, not quite the same 
What rent did was to secure to certain individuals something which 
was not the result of their own efforts, whereas individualism always 
aimed at securing for every one the fruits of his own labour — svum 
aiijut. On the principle of giving to each what each produced, every- 
thing not directly produced by man himself was to be restored to the 
community. \lt is immaterial whether this extra product is due to the 
collaboration of nature, as Smith and the Physiocrats believed, or 
whether it is the result of the pressure of population, as Ricardo and 
1 Malthus thought, err the mere result of chance and favourable circum- 
stance, as Senior put itp> Nothing could be easier than to levy a land 
tax which would gradually absorb rent, and which could be periodi- 
cally increased^ rents advanced. The idea was a brilliant one, and 
Mill had learned it from his lather. It soon became the rallying-cry 
of a new school of economists closely akin to the socialists. 

labourers "ill gradually tend to confine itself to the description of "Ortpeople "hose 



operative ideal, this also was of French extraction) Admiration of the 
French peasant had been a fashionable cult in England ever since the 
days of Arthur Young . 1 Mill thought that among the principal advan- 
tages of peasant proprietorship would be a lessening or the injustice of 
rent, because its benefits would be more widely distributed. The 
feeling of independence would check the deterioration of the wage- 
earner,' individual initialise would be encouraged, the intelligence of 
the cultivator developed, and the growth of population checked. 

Mill inspired a regard for the frugal French peasantry in the ‘English 
Radical party. To his influence are due the various Small Holdings 
Acts which have resulted in the establishment of small islets of peasant 
tillers amid the vast territories of the English aristocracy. 

( 3 ) Mill was equally shocked at our antiquated inheritance law, 
which permits people to possess wealth which they have never helped 
to produce. To Senior inheritance ranked with the inequality of rent, 
and he placed both in the same category. To Mill it appeared to 1* 
not merely antagonistic to individual liberty, but a source of danger 
to free competition, because it placed competitors in positions o 
unequal advantage. In this matter Mill was under the influence o , 
the Saint-Simonians, and he made no attempt to hide his contempt for 
the ‘accident of birth.' 

* Bat Younj remained a champion of ruhu’t, while **• * 
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Mil,!,** t«DlVlt»VM,UT-*OClAt.!tT fROORMIHl 377 
ThU right of bequest, he fell, was a very difficult problem, for the 
right of free disposal or onc*i property even after death constituted 
one of the most glorious attributes of individuality. It implied a kind 
of survival or persistence of the human will. Mill showed considerable 
ingenuity In extricating himself horn this difficult position .Vile would 
respect the right of the proprietor to dispose of his goods, but would 
limit the right of inheritance by making it illegal to inherit more than 
a certain sum. The testator would still enjoy the right of bequealhtng 
his property as he wished, but no one who already possessed a certain 
amount of wraith could inherit it. Of all the solutions of this problem 
that have be en proposed, Mill’s is the most socialistic. He puts it 
forward, however, not as a definite project, but as a mere suggestion.* 
Mill might well hair been given a place among the Pessimists, 
especially as he inherits their tendency to see the darker side of things. 
Not only did the law of population fill him with terror, but the law 
of dimi nishing returns seemed to him the most important proposition 
in the"wholc o f economic science; and all his works abound with 
nwlarKhoty~reftec«ons upon the futility of progress. There is, for 
instance, the frequently quoted “ It is questionable if all the mechanical 
inventions yet made has e lightened the day’s toil of any human being.”* 
In his vision of the future of society he prophesies that the river of 
, human life will eventually be lost in the sea of stagnation. 

It is worth while dwelling for a moment on this idea or a stationary 
state. Though the conception is an old one, it b very characteristic of 
Ntill's work, and he feeb himself forced to the belief that only by reverting 
to the stationary state can we hope for a solution of the social question. 

Economists, especially Ricardo, had insbted upon the tendency of 
profits to a minimum as a correlative of the law of diminishing returns. 
This tendency, it was believed, would continue until profits had wholly 
disappeared and the formation of new capital was arrested.* Mill took 

, l "Were 1 framing a code of law* according to what seems lo me be»t in itself, 
without regard to ousting opinion and sentiments, 1 should prefer to restrict, not 
what anyone might bequeath, but v«h»t anyone should be permitled to acquire 
by bequest or inhentance Each person should have power to dispose by wilt of bis 
or her whole property; but not to lavish it in enriching some one individual beyond 
a certain maximum.” {PrinttpUs, Book II. chapter ii, para 4 ) 

It is hardly necessary to say that this limitation of the nght of inheritance is a 
purely personal opinion of Mill, and that it is rejected along with his other solutions 

by most individualists. It is not quite correct to say then, as Schatr has said in his 

isflicuJuflium, that Stuart Mill is " the very incarnation of the individualistic spirit ” 

He was really a somewhat sceptical disciple of the school, and his frequent change of 
opinion was very embarrassing 1 

* Prompter, Book II, chapter vi, par*, a. 

* "There is at every time and place tome particular rate of profit, which is the 
lowest that will induce the people of that country and time to accumulate savings 


of this prospect, Mill acquiesced in its ethical import. On the vthole 
he thinks that such a state would be a very considerable improvement 
on our present condition. lVith economic activity brought to a stand- 
still the current of human life would simply change its course and turn 
to other fields. 1 The decay of Mammon-worship and the thirst for 
wealth would simply mean an opportunity for pursuing worthier 
objects. He hoped that the arrest of economic progress would result 
in a real moral advance, and in the appeasement of human desires he 
looked for a solution and for the final disappearance of the social 
problem. And as far as we can see the reformers of to-day have nothing 
better to offer us. 


^Tll: MILL’S SUCCESSORS 


Mill's influence was universal, though, properly speaking, he had 
no disciples. This was, no doubt, partly because writers like Toynbee, 
who would naturally have become disciples, were already enrolled in 
the service of the Historical school. 

The Classical school failed to follow his socialistic lead. It 


But though the minimum rile of profit is thus liable to tary, and though to *P ro ^ 
exactly whit it is would it iny given time be impassible, surh i minimum ""•’J 
. exists; and whether it be high or low, when once it is reached no further incrr»*e 

eipicit can for the present cite place. 7he country has then MUinctl whal is 
political economisu under the name of the Stationary State.** (fW/, B° r * * * 
chapter iv, para 3.) .. 

1 hill) indicates the causes that contribute to a fall in the rale cf profits ** 

the causes that arrest that fall such as the progrrs* of production and the tieitruct 
of wealth by wars and crises. . h 

It may be worth while pointing out that the word profit as empluyrd by the tnr 
erorsomrsts, and especially by Mill, has not the umr meaning as it ha* w,lh M 

' writers. French economists since the tune of Say base employed the term prt ' 

denote the earnings of the ntrtprivur, the capitalist's income being designated 1,1 e 
The English economists do not distinguish between die work of the I’trrf’nnf 
that of the capitalist, and the term profit r inert them both. 7 he »"«' “ u * 
French Hedonistic economists can say that uniter a regime of absolutely 
In* profit would fill so aero, while the English rconotruts cannot accept tn»ir 
because profits lie lode interest, which will ajaays rrmsiri as the reward of wrui"* 
Tbe French punt cf new u rrv rr generally alopted today. - v 
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preached the old doctrines, but with waning authority, and no new 
work was produced which is at all comparable with the works which 
we have already studied. We will mention a few of the later writings, 
however, for, though belonging to the second class, they are in some 
respects excellent. - 

In the first place we have several books written by Cairnes, 1 notably 
Some Leading Principles of Political Economy (1874). Cairnes is generally 
regarded as a disciple of Mill, though as a matter of fact he was nothing 
of the kind. Cairnes was purely Classic, and shared the Classical 
preference for the deductive method, which he thought the only 
method for political economy. His preference for that method some- 
times resulted in his abusing it, and he was curiously indifferent to all 
social iniquities. He accepted laissez-faire , not as the basis of a scientific 
doctrine, but simply as a safe and practical rule of conduct. 1 The old 
wage fund theory has in him a champion who attempted to defend it 
against Stuart Mill. It cannot be said that he made any new contribu- 
tion to the science, unless we except his teaching concerning competi- 
tion. He pointed out that competition has not the general scope that 
is usually attributed to it. It only obtains between individuals placed 
in exactly similar circumstances. In other words, it operates within 
small areas, and is inoperative as between one area and another. 
This theory of non-competing groups helps to throw some light upon 
the persistent inequality shown by wages and profits 

In France the most prominent representative of political economy 
during the Second Empire was Michel Chevalier, a disciple of Saint- 
Simon. He nevertheless remained faithful to the Classical tradition of 
Say and Rossi,* his predecessors at the College de France. He waged 
battle with the socialists of 1848, made war upon Protection, and had 
the good fortune to be victorious in both cases, sharing with Cobden 
the honour of being a signatory to the famous commercial treaty of 
i860. He realized the important place that railways would some day 
occupy in national economy, and the great possibilities of an engineer- 
ing feat like the Suez Canal. He was also alive to the importance of 
credit institutions, which were only at the commencement of their 
useful career just then.* Although connected with the Liberal school 

On the question of co-operation as a method of axial reform, Cairne*. who limply 
'efrr, to it a, a ponible alternative, may bate owed aomethine to Mill 

•EtMyr.p. a"),. 
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he VJi* not indifferent to the teaching of the Saint-Simonians on flu 
Import.mre of the authority and functions of the State, and he its 
prrwd upon the Government the necessity of paying attention tf 
latraur questions — a matter to which Napoleon III was natural!} 
somewhat averse. Every subject which he handies is given scholarly 
and eloquent treatment. 

Aliout the same time Cotrrcelle-Seneuil published a treatise on 
political economy which was for a long time regarded as a standard 
work. Seneuil was a champion of pure science— or “plufology,” as 
he called it, in order to distinguish it from applied science, to which 
he gave the name “rrgonomy.” For a Jong time he was regarded as 
a kind of pontiff, and the pages of the Journal des Economists! bar evi- 
dence of the chastisement which he bestowed upon any of the younger 
Writers who tried to shake off his authority This was the time when 
Maurice Block was meting out the same treatment to the new German 
school in those bitterly critical articles which appeared in the same 
journal. 

It is to be regretted that we cannot credit France with the Pr&xsdt 
la Science i conomique et de ses Principal Applications, which appeared in 
18G3. Cherbuliez, the author, was a Swiss, and was professor first at 
Geneva and then at Zurich. Cossa, in his Histotre, speaks of it a* 
“undoubtedly the best treatise on the subject published in France, 
and as being “possibly superior even to Stuart Mill’s.” Cherbuliez 
belonged to the Classical school. He was opposed to socialism, and 
wrote pamphlets d la Bastiat in support of Liberal doctrines and the 
deductive method. But, like the Mills before him, and Walras, 
Spencer, Laveleye, Henry George, and many others who came after, 
he found it hard to reconcile private property with the individualistic 
doctrine, ‘To each the product of his labour.' He reconciles himse 
to this position merely because he thinks that it is possibly a lesser evil 
than collective property- « 

The Liberal school had still a few adherents in Germany, althoug 
a serious rival was soon to make its appearance. Prince Smith ( 
English extraction) undertook the defence of Free Trade, pointing t>« 
“the absurdity of regarding it as a social question," and “howxnue 
more absurd it is to think that it can ever be solved other than by * 
logic of facts.” Less a doctrinaire than a reformer, Schulze-Dclitrsc i 
about 1850, inaugurated that movement which, notwithstanding t e 
gibes oi Vaasaiit, has made mag-mficenv progress, wid today inc u 
thousands of credit societies; though up to the present It has not nc * 
fited anyone beyond the lower middle classes— the small shop eeper, 
the well-to-do artisan, and the peasant proprietor. 


Book IV: The Dissenters 


Wrm Bastiat economic Liberalism, threatened by socialism, sought 
precarious refuge in Optimism. With Mill the older doctrines found 
new expression in language scientific in its precision and classical in 
its beauty. 

It really seemed as if political economy had reached its final stage 
and that there could be no further excuse for prolonging our survey. 

But just when Liberalism seemed most triumphant and the principles 
of the science appeared definitely settled there sprang up a feeling of 
general dissatisfaction. Criticism, which had suffered a temporary 
checlt after 1848, now reasserted its claims, and with a determination 
not to tolerate any further interruption of its task. 

The reaction showed itself most prominently in Germany, where 
the new Historical school refused to recognize the boundaries of the 
science as laid down by the English and French economists. The 
atmosphere of abstractions and generalizations to which they had con- 
fined it was altogether too stifling. It demanded new contact with life 
— with the life of the past no less than that of the present. It was weary 
of the empty framework of general terms. It was athirst for facts and 
the exercise of the powers of observation. With all the ardour of 
youth it was prepared to challenge all the traditional conclusions and 
to reformulate the science from its very base. 

So much for the doctrine. But there was one thing which was 
thought more objectionable than even the Classical doctrine itself, and 
that was the Liberal policy with which the science had foolishly become 
implicated, and which must certainly be removed. 

In addition to such critics as the above there are also the writers 
who drew their inspiration from Christianity, and in the name of 
charity, or morality, or of religion itself, uttered their protest against 
optimism and laisuz-faue. Intervention again, so tentatively proposed 
by Sismondi, makes a bold demand for wider scope in view of the 
pressure of social problems, and under the name of State Socialism 
becomes a definitely formulated doctrine. 

Socialism, which Reybaud believed dead after 1848, revived in its 
turn. Marx’s Kapttal, published in 1867, is the completest and most 
powerful exposition of socialism that we have. It is no longer a pious 
aspiration, but a new and a scientific doctrine ready to do battle with 
aB 381 
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ORIGIN AND DEVELOPMENT 3^5 

one vast philosophy of history, had shown the impossibility of isolating 
economic from political and juridical phenomena, with which they 
are always intermingled. 

But no author as yet had deliberately sought either in history orin 
the observation of contemporary facts a means of reconstructing the 
science as a whole. It is just here that the originality of the German 
school lies. 

Its work is at once critical and constructive. On the critical side we 
have a profound and suggestive, though not always a just, analysis of 
the principles and methods of the older economists, while its con- 
structive efforts gave new scope to the science, extended the range of 
its observations, and added to the complexity of its problems. 

Generally speaking, it is not a difficult task to give an exposition of 
the critical ideas of the school, as we find them set forth in several 
books and articles, but it is by no means easy to delineate the concep- 
tions underlying the positive work. Though implicit in all theiT 
writings, these conceptions are nowhere explicitly stated; when- 
ever they have tried to define them it has always been, as their 
disciples willingly admit, in a vague and contradictory fashion.' To 
add further to the difficulty, each author defines them after his own 
fashion, but claims that his definition represents the ideas of the whole 
school. 

In order to avoid useless repetitions and discussions without number 
we shall begin with a rapid survey of .the outward development of 
the school, following with a Tfsumi of its criticai work, attempting, 
finally, to seize hold of its conception of the nature and object of 
political economy. From our point of view the last-named object is 
by far the most interesting. 

I: THE ORIGIN AND DEVELOPMENT OF THE 
HISTORICAL SCHOOL 

The honour of founding the school undoubtedly belongs to Wilhelm 
Roscher, a Gottingen professor, who published a book entitled Grundriss 
tu V orlesungen uber die Staalswirtschajl noth geschiehllicker Methode in 1843. 
In the preface to that small volume he mentions some of the leading 
ideas which inspired him to undertake the work, which reached 
fruition in the celebrated System der Volkswirtschajl (1st ed., 1854). He 
makes no pretence to anything beyond a study of economic history. 

'See, among olhcri. Max Weber's article* in Schmoller'* Johthuih for 1903, p- 1 18 1, 
get* coecd methodological errors of Roscher, Knies, and Hildebrand 



UsLmpI> to describe what people have wished for and frit in cu‘~ 
economic, to describe the aims they have followed and the wc«« 
> ac ieved— as well as to give the reasons why such aims vr 
?? J •“* tnuraphs won. Such research can only be *tcn 
P • - * r J ve , ce P j n dose touch with the other sciences of rutx« 
. Wlth a nd political history, as well as with the history v 
civilization.* 

Almost in the same breath he justifies an attack upon the Rfcaniu 
school. He recognizes that he is far from thinking that his is theco! 
or c\en the quickest way of attaining the truth, but thinks that it* 1 
lead into pleasant and fruitful quests, which once undertake" *■- 
nrsTr be abandoned. 

What Roscher proposed to do was to try to complete the cum ' 

I icory by adding a study of contemporary facts and opinions, W, * 
a matter of fact, in the series of volumes which constitute the St &**■ 
ever* instalment of which was recencd with grooving appreciation t* 
tl-ie German world or letters, Roscher was merely content to punctuf* 
hts cTpoution of the Classical doctrines with many an erudite escun>*» 
m the domain of economic facts and ideas.* 

Roscher referred to hit experiment as an attempt lo appi* ^ 
historical method which .Savigny had been instniment.il in 
during with such fruitful results into the study of Jtirbpr u«1cikc 
B ut, as Karl Xfenger* lias well pointed «xit, the similarity is only W’ 
ficiai Savignv employed history in the hope of obt lining I'' 1 
fc *' jn the organic nature and the spontaneous origin ofesiitinf i***hi*t* 
laie-a. Ha a. owed object was to prove their leguimary despite d* 
rv.Val ptetenuor.s of the Rationalist reformer! of the eiphrenn’i 
sectary Ks*rher lari no such aim in view lie wjs himself a tJ** • 
a^il shared m t.W reforming zeal History with h'" 1 

n dlastratr theory, to supply rulet h>r the guiilan*' d »+ 
Itj'tsiaja cr to l Ml ft the growth of wlolf be failed the feJ.tuai " 
&A»d>r L‘..-.ia that Kuwhrr's work aught justly U t'< '" b i * 
an Mitrmf* L, rot not th« teaching of jy .1.1. cal ttcuanni *<d* * * 
Co=^-T4..M Uraii.iaai of seventeenth- amt eighteenth rri>t-U1 ^ 
tcaoi. * IW <_trneralj«» were rr.giged in leach.ng the 



ORIOIH AND DEVELOPMENT 387 

of administration and finance to students who were to spend their li\es 
in administrative work of one kind or another, and they naturally 
took good care to keep as near actual facts as possible. Even in England 
and France political economy soon got involved in certain practical 
problems concerning taxation and commercial legislation. But in a 
country like Germany, which was industrially much more backward 
than either England or France, these problems wore a very different 
aspect, and some correction of the Classical doctrines was absolutely 
necessary if they were to bear any relation to the realities or economic 
life. Roscher’s innovation was the outcome of a pedagogic rather than 
of a purely scientific demand, and he was instrumental in reviving a 
university tradition rather than in creating a new scientific movement. 

In 1848 another German professor, Bruno Hildebrand, put forward 
a much more ambitious programme, and his Die JialumalBkonome tier 
Grgenwart und Zukunft shows a much more fundamental opposition to 
the Classical school. History, he thought, would not merely vitalize 
and perfect the science, but might even help to recreate it altogether. 
Hildebrand points to the success of the method when applied to the 
science of language Henceforth economics was to become the science 
of national development. 1 

In the prospectus of the Jahrbichtr fir Xahonallkonomic und Slatislik, 
founded by him in 1863, Hildebrand goes a step farther. He challenges 
the teaching of the Classical economists, especially on the question of 
national economic laws, and he even blames Roscher because he had 
ventured to recognize their existence.* He did not seem to realize 
that a denial or that lund involved the undoing of all economic science 
and the complete overthrow of those “laws of development” which 
he believed were henceforth to be the basis of the science. 


Roacbrt wiiS literal, Grrvinua, and the otWWniuicICiiuiigni who during the 
first quarter of the nineteenth century tried to found a science of politics upon a 
general study of history. Roscher had studied history under them, and hu aim ii in 
every respect similar to theirs 

1 In the Introduction, p. v, he declares that the object cf his work u “to open a 
way he an essentially hutoncal standpoint in political ec o no m y and to lianiform the 
•desire cf political economy into a body of doctrines dealing with the economic 
development of nations.** 

* Even Rnseher h»d ventured to say that they partook of a mathematical nature. 
Thia it how be es pc fairs hu views as against those of 1 1 tide brand on the real aim of 
political economy in the JiArikkrju .litMiiUnmir uf fisSitd, V'ol. I, p IgJ* 
“Economic science need not attempt to find the uruhangealie, kirntiral laws amid 
the multiplicity if economic phenomena. I a talk is to show how humanity baa pro. 
tm*eil despite all the tranaformationi of economic life, and how thu ecomroc life 
baa contributed to die perfect**! e# mankind, lb task is to follow the economic 
evo lutio n of nation! at Well aa of humanity aa a whole, and to damn the haaes of 
the pervert fconcnuC emulation as w»B aa cf die problem that now await *Viikw “ 



But Hildebrand’* absolutism had no more influence than ResekerN 
eclecticism, unless \ve make an exception of his generalization concern* 
ing the three phases of economic development, v, hich he differentiate* 
as follows: the period of natural economy, that of money economy, ami 
finally that of credit. Beyond that he merely contented himself with 
publishing a number of fragmentary studies on special questions cf 
statistics or history, without, for the most part, making any attempt to 
modify the Classical theory of production and distribution. 

The critical study of 1 8.|8 hinted at a sequel which was tntmlsshr 
the principles of the new method. But the sequel never appeared, and 
the difficult tatk of carrying the subject farther was entrusted to Kid 
Kniei, another professor, who in 1833 published a bulky treatise 
bearirg the title of Folxtutl Economy from lAo IfuUncol Fo"il if rtet* 1 
But there is as much divergence between his views and those of 1"’ 
predecessors as there is between Roscher's and Hildebrand's. n<'* 
only questions the existence of natural taws, but even doubts whether 
there are any laws of development at all — a point Hildebrand ne vrf 
had any doubts about — and thinks ihai all we ran say is that there 
certain analogies presenied by the development of dilTerent ccam'tries. 
Kraes cannot share in the belief of either Hildebrand or Roscher, lu'f 
dors he hrJJ with the Claatical school. He thinks that polu"’ 1 *' 
econrmy as s.mply a hitfory 1 4 ufeai concerning the economic devrM** 
ment of a ration at d.fTerent per*«li of lis growth. 

Krues's w»rk pasted almrwf unnoticed, ignored by historians *«•' 
eccrvrraxis ahke, until the younger Historical nho».l called altering 
a n ha t <*-k, of which a new edition ap|>eare<l in iflllj Km** md'S 
fcrqiwet cnmpfa.nrs of Kowhrr's neglect to consider his ideas 

Sufh fcer'ac profc«i//Ci* naturally lea<| us to espest that KmCS w ' ,, ‘ ‘ 
•pars out iFix 1 l/i sf-ow the ttt\-rtum\i <.( the new tnetlml Bat h‘J 
K.farysrct wiafcs deabiaf with nurttry aral credit, uf»*tl which hi* ,,A 
feps^a'*** rev**, bear trortrly a l/are of the fl.llMS si spirit 

7te three f.ssns&rt <J tie tr sera* devoted a great tb-d "f tune l</ 
t <J thar C.latw* al vailaal, hail l a.lrd SO tjrrn a* So lb* 

*bf« <J «Jur science ami left bi others iht ta,k c4 *p| 1 
pevwvpiea. , 

Tkai lack » •» actrcsp * tri hy O-r r.r - * r fhtfcahal *• ”* 

*,i tJ’MZ.t J>i Stewards lh« elal of 1^7" Th-» r -' w ” ** 


iJ~s iMiei-U-tX 

reeves** crxxjrntu.% or/xttAU-t. l*** 
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Hildebrand and Knies bad raised is abandoned. The members of the 
school are careful not to deny the existence of natural social laws or 
uniformities, and they considered that the search for these was the 
chief object of the science. In reality they are economic deterrainists. 
“ We know now,” says Schmoller,* "that physical causation is some- 
thing other than mechanical, but it bears the same stamp of necessity.” 
What they do deny is that these laws are discoverable by Classical 
methods, and on this point they agree with every criticism made by 
their predecessors. 

As to the possibility of formulating 'the laws of development’ upon 
which Hildebrand laid such stress, they professed themselves very 
sceptical. “ We have no knowledge of the laws of history, although we 
sometimes speak of economic and statistical laws,”* writes Schmoller, 
" We cannot,” he regretfully says later, “even say whether the economic 
life of humanity possesses any element of unity or shows any traces of 
uniform development, or whether it is making for progress at all.”* 
This very characteristic passage from Schmoller was written in 1904/ 
and forms the conclusion of the great synthetic treatise. All attempts 
at a philosophy of history are treated with the same disdain • 

{2) The newer Historical school, not content merely with advo- 
cating the use of the Historical method, hastened to put theory into 
practice. Since about i860 German economists have shown a disposi- 
■ tion to turn away from economic theory and to devote their entire 
tnergy to practical problems, sociological studies, and historical or 
• realistic research. The number of economic monographs has increased 
enormously. The institutions of the Middle Ages and of antiquity, 
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I'thtital (1875*), writing quite in the spirit of the old CUwical 

authors, strongly tdmAtn tlie employment of the deductive method 
in 1879 Clifle Isnlic, In hu Eismi on Fchtuol eni Mtrel Fhtlotofhy, 
enter* the lists against Crimes ami male* u*e of the new wra)>oni to 
drive home his'argumerti Hie use of imhiction rather than deduc- 
tion, the constant necessity fur keeping economics in living touch with 
other social sciences, the relator character of rommnic taw*, and the 
employment of hiitory a* a meant of interpreting rmnomir phenomena, 
are among the argument* adopted and developed try Lrtlie Toynbee, 
in hit fvrfvw m A t Induitnal Pmduhm, gave utterance to timilar view*, 
but ihowrd much greater moderation While rerOgniring the claim* 
cf deduaion, lie tliought that hittorv and ol nervation would Rive new 
life and lend a practical interest to economic* The remoteness and 
unreality of the Ricardian achool constituted it* greatest weak new. and 
*odal reform would in hi* opinion greatly benefit bv the intmduetion of 
new method*. Toynbee would undoubtedly have exercised tremendous 
influence; but hi* life, full of the brightest hope*, wat cut tbort at thirty. 

The lead had been Riven; the *tudy of economic institution* and 
dane* wa» henceforth to occupy a permanent position in F.nglish 
economic writings, and the remarkable work* which have since been 
published, *uch a* Cunningham** Gross A 0/ English Industry end Com • 
mrtet, Ashley'* Economit History, the Webli*' Trod/ Unionism and 
Industrial Dmoaasy, Booth** Lift and Labour ej At Profit, bear witness 
to the profound influence exerted by the new ideas. 

In France the success or the movement has not been quite so pro- 
nounced, although the need for it was as keenly felt there. Although 
»t did not result in the founding of a French school of economic 
historians, the new current of idea* has influenced French economic 
thought in a thousand ways. In 1878 political economy became a 
recognized subject in the various curricula of the Faculty* de Droit. 
The intimate connexion between economic study and the study of 
law has given an entirely new significance to political economy, and 
the science has been entirely transformed by the infusion of the his- 
torical spirit. At the same time professional historians have become 
more and more interested in problems of economic history, thus 
bringing a spirit of healthy rivalry into the study of economic institu- 
tions. Several Liberal economists also, without breaking with the 
Classical tradition, have devoted their energies to the close observation 
of contemporary facts or to historical research.* 

‘The lint edition ippeared in 1837. 

We would specially mention Levineur*! excellent work Ifishin da Ctassa tmnira 
a Frma (first srfidna, 1867) . 
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discussion which was provoked by them when the newer Historical 
school, at a much later period, again brought them to public notice. The 
publication of Karl Menger** work Unlersuthungen Obtr die Methode der 
Sociola-issenschaflen, in 1CO3 — a classic both in style and matter — ushered 
in a new era of active polemics. This remarkable work, in which the 
author undertakes the defence of pure political economy against the 
attacks or the German Historical school, was received with some amount 
of ill-feeling by die members of that school, 1 and it caused a general 
searching of hearts during the next few years. We must try to bring 
out the essential elements in the discussion, and contrast the arguments 
advanced by the Historians with the replies offered by their critics. 

Broadly speaking, three charges are levelled at the Classical writers. 
(>) It is pointed out that their belief in the universality of their doc- 
trines is not easily justified, (ii) Their psychology is said to be too 
crude, based as it is simply upon egoism, (iit) Their use, or rather 
abuse, of the deductive method U said to be wholly unjustifiable. We 
will review these charges seriatim. 

The Historians held that the greatest sin committed by Smith and 
his followers was the inordinate stress which they laid upon the uni- 
versality of their doctrines. Hildebrand applies the term ‘ univerialism ’ 
to this feature of their teaching, while Knies refers to it as ‘absolutism’ 
or ‘perpetualism.’ The belief of the Anglo-French school, according 
to their version of it, was that the economic laws which they had 
formulated were operative everywhere and at all tunes, and that the 
system of political economy founded upon them was universal in its 
application. The Historians, on the other hand, maintained that 
these laws, so far from being categorically imperative, should be 
regarded always as being subject to change in both theory and practice. 

First with regard to practice. A uniform code of economic legisla- 
tion cannot be indifferently applied to all countries at all epochs of 
their history. An attempt must be made to adapt it to the varied 
conditions of time and place. The statesman’s art consists in adapting 
pnnciples to meet new demands and in inventing solutions for new 
problems. But, as Menger points out, this obvious principle, which 
was by no means a new one, would have met with the approval 
of Smith and Say, and even of Ricardo himself;* although they 

* Cf. Schmoller’* account of Merger’* work published in the Jahrhuck in 1884. The 
article appears also in the volume entitled Zf" LilUratusMtchuhu in Stoats- and 

Sooalwusmxkqflm (t838). 

Cf. Menger, lot tit, pp 130 tt u<j. Marshall's ironical remark is very apposite 
here. “German economists have done good service by insisting on this class of con- 
wderanon, but they seem to be mistaken in supposing that it was overlooked by the 
o.der English economists.’’ (PnntipUs, Book I, chapter vi, note 4 
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any disturbing cause. Scientists no longer consider these laws as 
inherent in matter. They are the product of man’s thought and they 
advance with the development of his intelligence. 1 They are nothing 
more or less than formula: which conveniently express the relation of 
dependence that exists between different phenomena; and between 
these various laws as they are framed by the human mind there is no 
difference except a greater or lesser degree of proof which supports 
them. 

What gives to the laws of physics or chemistry that larger amount 
of fixity and that greater degree of certainty which renders them 
altogether superior to economic law as at present formulated is a 
greater uniformity in the conditions that give rise to them, and the 
fact that their action is often measurable in accordance with mathe- 
matical principles.* 

Not only has Knies exaggerated the importance of his doctrine of 
relativity,* but the imputation that his predecessors had failed to 
realize the need for it was hardly deserved. We shall have to refer to 
this matter again. Mill’s Principles was already published, and even 
in the Logie, which appeared for the first time in 1843, and several 
editions of which had been issued before 1853, the year when Knies 
writes, we meet with the following sentence:* 

The motive that suggests the separation of this pordon of the 
social phenomenon from the rest . . is that they do mainly depend 
at least in the first resort on one class of circumstances only; and 
that even when other circumstances interfere, the ascertainment of 
die effect due to the one ctass of circumstances alone is a sufficiently 
intricate and difficult business to mate it expedient to perform it 
once for all and then allow for die effect of the modifying circum- 
stances. 

Consequently sociology, of which political economy is simply a branch, 
u a science of tendencies and not of positive conclusions. No better 
expression of the principle of relativity could ever be given. 

Notwithstanding all this, modem economists have come to the con- 
clusion that the criticisms of the Historical school arc sufficiently well 
founded to justify them in demanding greater precision so as to avoid 

! S" Kiri Pearson, Th Crammer afSrunci. 

Marshall, PrmipUt, 4th ed , Book I. chapter vi, para. 6. 

Wnai we aay about ihe mathematical method doei not imply any criticism of the 
Mathematical method in political economy. To establish mathematical relations 
between economic phenomena, as Walras and hit school did, and to deduce economic 
rtmclimona from general mathematical theories are two different things 

Kniet employs the differences there set up in order to deny that economic laws 
»ve even the character of national laws. The new Historical school docs not ga 
“r, as we shall see presently. 

Otsptcr tv, -or Ihe Logic of the Moral Sciences." 
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as a being having a number of centres of psychical activity, each 
operating independently of the other.' 

We cannot deny that the Classical writers believed that ‘personal 
interest' — not in the sense of egoism, which is the name given it by 
Knies, and which somewhat distorts their view — held the key to the 
significance and origin of economic life. But the claims of the His- 
torians are again immoderate. Being themselves chiefly concerned 
with concrete reality in all its complexity of being, arid, with all its 
distinctive and special features rather than its general import, they 
forgot that the primary aim of political economy is to study economic 
phenomena <n marie. The Classical economists studied the crowd, not 
the individual. If we neglect the differences that occasionally arise 
in special cases, and allow for the personal equation, do wc not find 
that the most constant motive to action is just this personal desire for 
well-being and profit? This is the opinion of Wagner, who on this 
question or method is not quite in agreement with other members of 
the school. In his suggestive study of the different motives that in- 
fluence economic conduct he definitely Jtates that the only motive 
that is really constant and permanent in its action is this self-interest. 
.This consideration,” he says, “does something to explain and to 
justify the conduct of those writers who took this as the starting-point 
of their study of economics.”* 

But having admitted this, wc must also recognize, not that they 
denied the changes occasionally undergone by self-interest under the 
pressure of other motives, as Knies suggests, but that they have 
neglected to take sufficient account of such modifications. Sometimes 
it really seems as if they would “ transform political economy into a 
mere natural history of egoism,” as Hildebrand says 
Wc can only repeat the remark which wc have already made, 
namely, that when this criticism was offered it was scarcely justified. 
Stuart Mill had drawn attention to this point in his Logic ten years 
previously.* “An English political economist, like his countrymen in 
general, has seldom learned that it is possible that men in conducting 
the business of selling their goods over the counter should care more 
about their case or their vanity than about their pecuniary gain.” 
For his own patt he ventures to say that “ there is perhaps no action 
1 m3n ' S * n w hich he is neither under the immediate nor under 
'he remote influence of any impulse but the mere desire of wealth.”' 
It is evident that Mill did not think that self-interest was the one 

‘ Knies, op. at., p. 33. 

, iV W** ner > CnadUgmr, para. 67; French translation, VoL X, p. 3x0. 

Vol «. p. 5 oj. 4 Vo L II, p. 497. 

ac 
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The younger tchool especially has insisted on this; and Menger has 
ventured to say that in the opinion of the newer Historical school 

the art of abstract thinking, even when distinguished by profundity 
and originality of the highest order, and when based upon a founda- 
tion of wide experience — in a word , the exercise of that gift which 
has in other sciences resulted in winning the highest honour for the 
thinkers— seems to be of quite secondary importance, if not abso- 
lutely worthless, as compared with some elaborate compilation or 
other. 1 

But the criticism of the Historical school confuses two things, namely, 
the particular use which the Classical writers have made of the abstract 
deductive method, and the method itself. 

No one will deny that the Classical writers often started with insuffi- 
cient premises. Even when the premises were correct, they were too 
ready to think and not careful enough to prove that their conclusions 
were always borne out by the facts. No one can defend their incom- 
plete analyses, their hasty generalizations, or their ambiguous formula;.* 
But this is very different from denying the legitimacy of abstraction 
and deduction. To isolate a whole class of motives with a view to a 
separate examination of their effects is not to deny either the presence 
or the action of other motives, any more than a study of the effect of 
gravitation upon a solid involves the denial of the action of other 
forces upon it. In a science like political economy, where experiment 
is practically impossible, abstraction and analysis afford the only 
means or escape from those other influences which complicate the 
problems so much. Even if the motives chosen were of secondary 
importance, the procedure would be quite legitimate, although the 
result would not be of any great moment. But it is of the greatest 
service and value when the motive chosen is one, like the search for 
gain or the desire .for personal satisfaction, which exercises a pre- 
ponderant influence upon economic action,* 

1 Unlrriuikunien ehir dit AftAodt, p. 48. 

* The English economists, even the meet eminent, are often mistaken, says Wagner 
(CnndUgung , chapter iv, pan. 4), but theit triors ait not to be. imputed to then method 
u much as to the use they make of it. And Monger, who to energetically undertook 
the defence of deduction, further undertakes to renew the Classical theories. Economic 
theory, says he, as constituted by the English Classical school, has not succeeded in 
giinng us a satisfactory science of economic laws (Menger, for tit, p. 15). 

* Cf. Menger, foe. cit , p. 79; “The student of pure mechanics does not deny the 
existence of sir or friction, any more than the student of pure mathematics denies the 
existence of real bodies, of surfaces, and lines, or the student of pure chemistry denies 
the influence of physical forces or the physicist the presence of chemical factors in 
actual phenomena, although each of these sciences only considers one side of the real 
world, making an abstraction of every other aspect of it. Nor does the economist 
pretend that men are only moved by egoism or that they are infallible and omniscient 
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quoted phrase, " Induction and deduction are both necessary for the 
sdence, just as the right and left foot are needed for walking." 1 

More remarkable still, perhaps, is the opinion or Bdcher, an author 
to whom the Historical school is indebted for some of its most valuable 
contributions. 

U is therefore a matter of great satisfaction that, after a period of 
diligent collection of material, the economic problems of modern 
commerce have in recent times been zealously taken up again and 
that an attempt is being made to correct and develop the old 
system in the same way in which it arose, with the aid, however, of 
a much larger store ot facts. For the only method of investigation 
which will enable us to approach the complex causes of commercial 
phenomena is that of abstract isolation and logical deduction. The 
sole inductive process that can likewise be considered — namely, the 
statistical — is not sufficiently exact and penetrating for most of the 
problems that have to be handled here, and can be employed only 
to supplement or control.’ 


Ill: THE POSITIVE IDEAS OF THE HISTORICAL SCHOOL 
What made the criticism of the Historians so penetrating was the 
fact that they held an entirely different view concerning the scope and 
aim of economies. Behind the criticism linked the counter-theory. 
Nothing less than a complete transformation of the science would have 
satisfied the founders, but the younger school soon discovered that so 
ambitious a scheme could never be carried out. It is important that 
we should know something of the view of those older writers on this 
question, and the way they had intended to give effect to their plans. 
The positive contribution made by the Historical school to economic 
study is even more important than its criticisms, for it gives a clue to 
an entirely different point of view with which we are continually 
coming into contact in our study of economic doctrines. 

The study of economic phenomena may be approached from two 
opposite standpoints, which we may designate the mechanical and the 
organic. The one is the vantage-ground of those thinkers who love 
generalizations, and who seek to reduce the complexity of the economic 
world to the compass of a few formula;; the other of those writers who 
arc attracted by the constant change which concrete reality presents. 

1 HandwcrUrbuch in Stoatsivumuchajim. In hi* Cmndriss we rend: “The writers 
who figure as representative* of inductive research in recent German economics are 
wot opposed to the practice of deduction as such, but they do believe that it is too 
often based upon superficial aod insufficient principles and that other principles 

k Ved ® ro “ a tDor * eMet Observation of facta might very well be substituted for 
thoft,” ILver y one would subscribe to Una view. 

DU EnUUSims ict VclkswiruAcft, Dr Wickett’l translation. 
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phenomena amid which the homo crconomicus most readily betrayed 
his character. 

The mechanical view is evidently inadequate if we wish to delineate 
concrete economic life in all its manifold activity. We are simply 
given certain general results, which afTord no clue to the concrete and 
special character of economic phenomena. 

The weakness of the mechanical conception arises out of the fact 
that it isolates man’s economic activity, but neglects his environment. 
The economic action of man must influence his surroundings The 
character of such action and the effects which follow trom it differ 
according to the physical and social, the political and religious sur- 
roundings wherein they are operative. A country’s geographical 
situation, its natural resources, the scientific and artistic training of 
its inhabitants, their moral and intellectual character, and even their 
system of government, must determine the nature of its economic 
institutions, and the degree of well-being or prosperity enjoyed by its 
inhabitants. Wealth is produced, distributed, and exchanged in some 
fashion or other in every stage of social development, but each human 
society forms a separate organic unit, in which these functions are 
carried out in a particular way, giving, accordingly, to that society a 
distinctive character entirtiy its own. If we want to understand all 
. the dillerent aspects of this life we must make a study of its economic 
activity, not as it were in vacuo, but in connexion with the medium 
through which it finds expression, and which alone can help us to 
Understand its true nature. 1 

This was the first doctrine on which they laid stress: the other follows 
immediately. This social environment cannot be regarded as fixed. 
It is constantly undergoing some change. It is in process of transforma- 
tion and of evolution. At no two successive moments of its existence 
is it quite the same. Each successive stage calls for explanation, which 
history alone can give. Goethe has given utterance to this thought in 
a memorable phrase which serves as a kind of epigraph to Schmollcr’s 
great work, the GnnJrist. “A person who lias no knowledge of the 
three thousand yean of history which have gone by must remain 
content to dwell in obscurity, living a hand-to-mouth existence." We 
must have tome know ledge of the previous stages of economic develop- 
ment if we arc to understand the economic life of the present. Just 


"National life. He every other farm of eshtmee, forms a wYiote which the 
different pans ere very Intimately connected. Complete understand ,og even of 1 
single aspect of it requires a careful *tudy of the whole. Language, religion, arts and 
wieners, law, polities and economics mini all he laid under tribute." (Rosehrr. 
fnw’ffei.) CJ. aim Hildebrand, Du do CrjwusM p. an 

This is also Knies'a thought. S ' * 
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has teased to be & matter of discussion? It will be n long time before 
people cease to dispute about the causes of the Reformation or the 
Resolution, and the relative importance of economic, political, and 
moral influences in determining the course of those movements has 
yet to be assigned. Hie causes that led to the substitution or credit for 
money or money for barter are equally obscure. Before narrative can 
become science there must be the preliminary discovery by a number 
of other sciences of the many diverse laws whose combination gives 
rise to concrete phenomena. 1 Not history but the sciences give the 
true explanation. The evolutionary theory has proved fruitful in 
natural history simply because it took the succession of animal species 
as an established fact and then discovered that heredity and selection 
afforded a means of explaining that succession. But history cannot 
give us any hypothesis that can rival the theory of evolution either in 
its scientific value or in its simplicity. In other words, history itself 
is in need of explanation. It gives no due to reality and it can never 
take the place of economics.* 

The earlier Historians claimed a higher mission still for the historical 
study of political economy. It must not only afford an explanation of 
concrete economic reality, but it must also formulate the laws of 
economic development. This idea is only held by a few of them, and 
even the few arc not agreed as to how it should be done. Knies, for 
example, thinks that it ought to be sulfidently general to include the 
economic development of all nations. Saint-Simon held somewhat 
similar views. Others, and among them Roscher, hold that there 
exist parallelisms in the history of various nations, in other words, 
that every nation in the course of its economic devdopment passes 
through certain similar phases or stages. These similarities constitute 
the laws of economics. If we were to study their movements in the 

* History may, as a matter of fact, become explanatory, but only in a particular 
sense. In other words, although it cannot discover the generll lavs regulating 
phenomena, it may show what special circumstances (whose general laws are already 
supposed to be known) have given tise to some event equally specialized in charac- 
ter. But every honest historian has to admit that such explanations are definitely 
personal and subjective in character. For a recent examination of these ideas from 

the pen of a historian set the profound yet charming introduction contributed by 

Meyer to the second edition of his Guchuhu its Allrrtlums. CJ. also Simiand, pp. 14-16 
* Cf. Marshall, PrinupUi, Book I, chapter vi, para. 4, and especially Merger, 
Unlermhunin, pp. 15-17: “We may be said to have historieal knowledge of a particu- 
lar phenomenon when we have traced its individual genesis, 1 when we have suc- 
ceeded in representing to ourselves the concrete circumstances among which it came in- 
i'’ be, "S. wi* their proper qualifications, etc. We may be said to have a theoretical 
knowledge of some concrete phenomenon when we are enabled to envisage it as a 
particular instance of a certain law or regularity of sequence or coexistence, it., 

when we are able to give an account of the raison rfVtrs and the nature of its existence 

as an exemplification of some general law." 
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It is curious that the earliest representatives of the school should have 
ignored him altogether, but just as Mill remained unknown to them, 
so the Court ie Philosopku positire, though published in 184a, remained 
a scaled book so far as they were concerned. Comte’s ideas are so very 
much like those of Knies and Hildebrand that some Positivist econo- 
mists, such as Ingram and Hector Denis, have attempted to connect 
the Historical tendency in political economy with the Positive philo- 
sophy of Comte.* 

The three fundamental conceptions which formed the basis of the 
teaching of the Historical school are clearly formulated by Comte. 
The first is the importance of studying economic phenomena in con- 
nexion with other social facts. The analysis of the industrial or 
economic life of society can never be carried on in the ‘positive’ spirit 
by simply making an abstraction of its intellectual, political, or moral 
life, whether of the past or of the present.' The second is the employ- 
ment of history as the organon of social science. “Social research,” 
says he, " must be based upon a sane analysis of the all-round develop- 
ment of the best of mankind up to the present moment, and the 
growing predilection for historical study in our time augurs well for 
the regeneration of political economy.” He was fully persuaded that 
the method would foster scientific prediction — a feature which is 
bound to fuse all those diverse conditions which will form the basis of 
Positive politics. 

Comte wished to found sociology, of which political economy was 
to be simply a branch. The Historical school, and especially Knies, re- 
garded economics in the same spirit. Hence the analogies with which 
Knies had to content himself, but which the younger school refused to 
recognize. But there was a fundamental difference between their res- 
pective points of view, and this will help us to distinguish between them. 

Comte was a believer in inevitable natural laws, which, according 
to the earlier Historians, had wrought such havoc The Historical 
method also, as he conceived of it, was something very different from 
what the older or the newer Historical school took it to be. 

Adopting a dictum of Saint-Simon, Comte speaks of the Historical 
method as an attempt to establish in ascending or descending series 
the curve of each social institution, and to deduce from its general 
outlines conclusions as to its probable growth or decline in the future. 
This is how he himself defines the process - 

The essence of this so-called historical spirit, it seems to us, consists 
in the rational use of what may be called the social series method, or, 
’Cf- Ingram, History of Political Economy, and Deoil, Hutouc dec SysQmts. 

* A. Comw, Cowj, Vol. IV, p. is*- 
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the future. The theorist can never afford to neglect the minute 
observation of facts unless he wills that his structure shall hang in the 
void. Most abstract economists feel no hesitation in recognizing this. 
For example, Jcvons, writing in 1879, 1 gave it as his opinion that “in 
any case there must arise a science of the development of economic 
forces and relations.” 

This newer historical conception came to the rescue just when the 
science was about to give up the ghost, and though they may have 
failed to give us that synthetic reconstruction which is, after all, within 
the ability of very few writers, its advocates have succeeded in infusing 
new life into the study and in stimulating new interest in political 
economy by bringing it again into touch with contemporary life. 
They have done this by throwing new light upon the past and by 
giving us a detailed account of the more interesting and more complex 
phenomena of the present time. 1 Such work must necessarily be of a 
fragmentary character. The school has collected a wonderful amount 
of first-class material, but it has not yet erected that palace of har- 
monious proportions to which we in our fond imagination had likened 
the science of the future. Nor has it discovered the clue which can 
help it to find its way through the chaos of economic life This is not 
much to be wondered at when we remember the shortcomings of the 
method to which we have already had occasion to refer. Indeed, 
some of the writers of the school seem fully convinced of this. Protes- 
tor Ashley, in an article contributed to the Economu Journal, employs 
the following words: 1 

As I have already observed, the criticisms of the Historical school 
have not led so far to the creation of a new polidcal economy on 
historical lines: even in Germany it is only within very recent years 
'hat some of the larger outlines of such an economics have begun 
to loom up before us in the great treatise of Gustav Schmoller. 


In view of considerations like these one might have expected that 
the Historical school would have shown greater indulgence to the 
attempts made both by the Classical and by the Hedonistic schools to 
pve by a different method expression to the same instinctive desire to 
simplify matters in order to understand them better * 


• Economy, preface to Ihe second edition, 1879 

• , . °" cr ’* JMrfucA contains descriptive studies of present-day commercial snd 

indiums! undertakings which »r* veritable models. 

( of Political Economy, in the Economic Journal, 1 907, p. 487. 

"e hue noi Ihe necessary space in ihvs volume lo refer to ihe hutory {/statistics, 
is scicnre, though independent of political economy, is, however, such a powerful 
' ‘ U I " T,RrrM h ** *° *° me ««*M been parallel with the growth of econo- 
to. Duong the last twenty years the methods of interpreting statistics (see see 
~ ln * D *" tl ' r observation) have been very consUersbly improved. The logical 
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Government is established a fresh solution is required to meet the 
changed conditions. 

How is it, then, that this question has assumed such extravagant 
proportions at certain periods of our history? 

Had the issue been confined to the limits laid down by Smith it is 
probable that such passionate controversies would have been avoided. 
Smith's .arguments in favour of laissez-faire were largely economic. 
Gradually, however, under the growing influence of individual and 
political liberty, a kind of contempt for all State action took the place 
of the more careful reasoning of the earlier theory, and the superiority 
of individual action in matters non-economic became an accepted 
axiom with every publicist. 

This method of looking at the problem is very characteristic of 
Baitiat. The one feature of government that interested him was not 
. the fact that it represented the general interest of the citizens, but that 
whenever it took any action it had to employ force, 1 whereas indi- 
vidual action is always free. Every substitution of State for individual 
action meant victory for force and the defeat of liberty. Such substitu- 
tion must consequently be condemned. Smith's point of view is 
totally different. To appreciate this difference we need only compare 
their treatment of State action In addition to protecting the citizens 
from invasion and from interference with their individual rights, 
Smith adds that the sovereign should undertake 

the duty of erecting and maintaining certain public works and 
certain public institutions, which it can never be for the interest of 
any individual, or small number of individuals, to erect and main- 
tain; because the profit could never repay the expense to any indi- 
vidual or small number of individuals, though it may frequently do 
much more than repay it to a great society.* 

The scope is sufficiently wide, at any rate If we turn to Dastiat, on 
the other hand, we find that the Government has only two functions 
to perform, namely, “to guard public security and to administer the 
common land."* Viewed in this light, the problem of governmental 
intervention, instead of remaining purely economic, becomes a 
question or determining the nature, aims, and functions or the State, 
and individual temperament and social traditions play a much more 


"TV dniuinlrj fliuMtn of the Suit twirl y rontuQ in Out nrrrwty in bin 
xinr to t«n, *l,»h du Htlpt to bwWair iV ntrnt »rv! iV [*r»j'rT limits of |tt 
lan f-ovCTTUwm t, only firuUf Ibraufh ibe Intrrvratxwi of turf, tol lit trtion 
«Jy lr{>tim>i« when the intervention of font (in be ibwti to be justifuUr.** 
loth ri. np ijs-sjs ) 

11 aU »/.< ian«u, 11x4 |V, chsfrtrr U; Carman ■ »1, Vol II, p. iBy 
’ »o»h «*!, p. 
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Is THE ECONOMISTS’ CRITICISM OF LAISSEZ-FAIRE 
' The doctrine of absolute laissez-faire was not long allowed to go 
unchallenged. From the time of Smith onward there is an uninter- 
rupted sequence of writers — all of them by no means socialists — who 
ventured to attack the fundamental propositions of the great Scotsman 
and who attempted to show that his practical conclusions were not 
always borne out by the facts. 

Smith based his advocacy of latssez-Jaire upon the supposed identifi- 
cation of public and private interests. He showed how competition 
reduced prices to the level of cost of production, how supply adapted 
itself to meet demand in a perfectly automatic fashion, and how 
capital in an equally natural way flowed into the most remunerative 
occupations. 

This principle of identity of interests was, however, rudely shaken 
by the teachings of Malthus and Ricardo, although both of them 
remained strong adherents of the doctrine of individual liberty. 

Sismondi, who was the next to intervene, laid strCss upon the evils 
of competition, and showed how social_mequa\ity necessitated the 
.submission of the weak to the will of the strong. His whole book was 
simply a refutation of Smith’s providential optimism. 

In Germany even, as early as 1832, that brilliant economist Hermann 
was already proceeding with his critical analysis of the Classical 
theories; and after demonstrating how frequently individual interest 
comes into conflict with public welfare, and how inadequate is the 
contribution which it can possibly make to the general well-being, 
he declares his inability to subscribe to the doctrine laid down by most 
of Smith’s followers, namely, that individual activity moved by per- 
sonal interest is sufficient to meet all the demands of national economy. 
Within the bounds of this national economy' he thinks there ought to 
be room for what he calls the civic spirit (fitmeumm) as well. 

The next critic, List, bases his whole case upon the opposition 
between immediate interests, which guide the individual, and the 
permanent interests of the nation, of which the Government alone can 
take account. 

Stuart Mill, in the famous fifth book of the Principles, refuses even 
to discuss the doctrine of identity of interests, believing it to be quite 
untenable. On the question of non-intervention he admits the validity 
of one economic argument only, namely, the superiority of self-interest 
as an economic motive. But he is quick to recognize its shortcomings 
and the exceptions to its universal operation — in the natural incapacity 
1 Hermann, SkutsmrtsrluftUclu (/almteAuifm, lit ed., pp. 12-18. 
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THE ECONOMISTS' CRITICISM OP LAISSEZ-FAIRE 4I5 
competition is clearly superior to every other. He justly remarks that 
the problem is insoluble. Production is determined by demand, 
which depends both upon the preliminary distribution of wealth and 
also upon the tastes of consumers. But if this be the case, it is im- 
possible to outline an ideal system of distribution or to fix upon the 
kind of tastes that will prove most favourable for the development of 
society. A step farther and Cournot must have hit upon the distinc- 
tion so neatly made by Pareto between maximum utility, which is a 
variable, undefined notion, and maximum ophelimity, “ the investiga- 
tion of which constitutes a clearly defined problem wholly within the 
realm of economics.” 1 

But Cournot docs not therefore conclude that we ought to abstain 
from passing any judgment in the realm of political economy and 
abandon all ‘thought of social amelioration. Though the absolutely 
best cannot be defined, it does not follow that we cannot determine 
the relatively good. “ Improvement or amelioration is possible," says 
he, “by introducing a change which operates upon one part of the 
economic system, provided there are no indirect effects which damage 
the other parts of the system ”* Such progress is not necessarily the 
result of private effort. Following Sismondi, he quotes several instances 
in which the interests of the individual collide with those of the public 
and in which State intervention might prove useful. 

Every one of these authors— in varying degrees, of course — admits 
tiic legitimacy of State intervention m matters economic. Liberty 
doubtless is still the fundamental principle. Sismondi was content 
with mere aspiration, so great did the difficulties of intervention appear 
Jo him. Stuart Mill thought that the emu piobandi should rest with the 
innovator. Cournot considered liberty as being still the most natural 
and simple method, and should the State find it necessary to intervene 
it could only be in those instances in which science has clearly defined 
the aim i n view and demonstrated the efficacy of the methods pro- 
posed. Every one or them has abandoned liberty as a scientific 
principle. To Cournot it was an axiom of practical wisdom;* Stuart 
Mill upheld it Tor political reasons as providing the best method of 
developing initiative and responsibility among the citizens. They all 
•gree that the State, far from being a pis elln, has a legitimate sphere 
of action. The difficulty is just to define this. 4 Tim was the task to 
' C*»1 f £ nm mw peltlvjur, Vo L II, psr*. Cj6 (1&97). 

•/■iwn/vi.p. <>• 

JW-.ro. 4 1*. i e -t. Jit. 
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Rodbertus formed the centre of the group, and during the two years 
>862-64 carried on an active correspondence with Lassalle, They 
were brought together by the good offices of a common friend, Lothar 
Bucher, an old democrat of >848 who had succeeded in becoming the 
confidant of Bismarck. Strangely enough, Bismarck kept up his friend- 
ship with Lassalle even when the latter was most busily engaged with 
.his propaganda work. 1 Wagner, also, the most eminent representative 
of State Socialism, was in frequent communication with Rodbertus, 
and he never failed to recognize his great indebtedness to him. Wagner 
himself was on more than one occasion consulted by Bismarck. 

But apart altogether from their connexion with State Socialism, 
Rodbertus and Lassalle would deserve a place in our history. Rodbertus 
is a theoretical writer of considerable vigour and eloquence, and his 
thoughts are extraordinarily suggestive. Lassalle was an agitator and 
propagandist rather than an original thinker, but he has left a lasting 
impression upon the German labour movement. Hence our determina- 
tion to give a somewhat detailed exposition of their work, especially 
of that of Rodbertus, and to spare no effort in trying to realize the 
importance of the contribution made by both of them. 


I. RODBERTUS 

In a history of doctrines Rodbertus has a place peculiarly his own. 
He forms, as it were, a channel through which the ideas first preached 
by Sismondi and the Saint-Simonians were transmitted to the writers 
who belong to the last quarter of the century. His intellectual horizon 
— largely determined for him by his knowledge of these French sources* 
— was fixed as early as 1837, when he produced his Fordtrungen, which 
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by the Bismarckian policy gradually drew him nearer the monarchy, 
especially towards the end of hii life. 1 His ideal was a socialist party 
renouncing all political action and confining its attention solely to social 
questions. Although personally favourably inclined towards universal 
suffrage, he refused to join Lassalle's AtbnUnertm because Lassalle 
had insisted upon placing this article of political reform on his pro- 
gramme.* The party of the future, he thought, would be at once 
monarchical, national, and socialistic, or at any rate conservative and 
socialistic.* At the same time we must remember that “in so far as 
the Social Democratic party was aiming at economic reforms he was 
with it heart and soul.”* 

Despite his belief in the possibility of reconciling the monarchical 
policy w ith his socialistic programme, he carefully avoided the economic 
teachings of the socialists. His too logical mind could never appre- 
ciate their position, and he had the greatest contempt for the Socialists 
or the Chair. j^Hc would be the first to admit that in practice socialism 
must content itself with temporary expedients, although he cannot 
bring himself to believe that such compromise constitutes the whole of 
the socialistic doctrine. He refers to the Socialists of the Chair as the 
"sweetened water thinkers,”* and he refused to join them at the 
Eisenach Congress of 1872 — the "bog of Eisenach," as he calls it 
somewhere. He regarded the whole thing as a first-class comedy. 
Even labour legislation, he thought, was merely a caprice of the 
humanitarians and socialists.* So that whenever we find him sum- 
tmng up h« programme in some such sonorous phrase as Stoat gegen 
StaatslosigiiiO (“the State as against the No-State”) we must be careful 
to distinguish it from the hazy doctrines of the State Socialists.* 


A characteristic sign of this evolution is the substitution throughout the second 
edition of the Social/ Bn/ft of the word SUulsunlU ("the will of the State") for the word 
otkswxtU ("the people's will") This secood edition, comprising the second and third 
’! tn ' WU Polished by him in 1875 under the D tie £ur Bdnuhbmg dir lozmUx Frtgt. 

1 *5*1®* “ Meyer, November 29, 1871 This point of view is developed at 

CDgth in his “Open Letter to the Committee of the Association of German Work- 
m ? 1 ** Leipzig," April to, 1863, published by Moritz Wirth in the KUuu Sckri/Un. 

3 18^1*” ,0 ^' Meyer, March 1 2, 1871 Cf. the letters of January 23 and February 

Nov ember 30, 1B71. In 1874 he proposes to offer himself as a socialist 
candidate for the Reichstag, but recognizes that the State must first of all be 
1 S on t * le military tide as well as on the religious. 

'‘“•October 17, 1872. • /W„ January 6, X873. 

li>uJ , March to, 1872, and Phtiwkratu u. AnArobiktcUi, in Brii/t «i. SizialpoUlucJu 
W PP- 52 1, 5*2. 

iRso a v '? orous ly against the title of fCuh/dtr Sv&alut in a letter of August 26, 

p Avigorom criticism of the Socialism of the Chair, written in a private letter of 
? *) u °ted at length by Rudolf Meyer in his Emancipatienskampf its sUn 
obzsdu, pp. 60-63 {Berlin, 1S74). 
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‘ SJ»W V«L Ilf, p.,16. 
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need* td labour, Ui 1 the until of poarwion ; In other word*, they produce for ihow 

(*v<w, P . 161. cf. P . jt.j 
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Ihl, p. ioj. 
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society, actuated as it u by this one motive, cannot possibly satisfy 
every individual demand. But we have already shown tliat the phrase 
‘social need’ has no precise connotation; neither has the term 'pro- 
ductility,' which is so intimately connected with it. Further, if society 
has no desire to impose upon its members an arbitrary scale of wants 
that must be satisfied — in other words, if demand and consumption 
are to remain free — it can only be by adopting that system which 
recognizes a dilTerence between the present and the future 'rentability* 
of the product. This difference between the sale price and the real 
cost of production of any commodity must, it seems to us, be recognized 
even by a collectivist society as the only method of knowing whether 
the satisfaction which a commodity gives is in any tvay commensurate 
with the labour involved in its production. 1 Pareto has given an 
excellent demonstration of this by showing how collectivist society will 
hare to ule account of price indications if social demand is to be at all 
adequately supplied. 

a. Turning to the other desideratum, namely, a fuller utilization of 
the means of production, Rodbertus contents himself with quoting the 
criticisms of the Saint-Simonians concerning the absence of conscious 
direction which characterizes the present regime and the hereditary 
element which is such a common feature of economic administration. 
He is in full agreement with Sismondi when the latter declares that 
production is entirely at the option of the capitalist proprietor. 1 In 
this matter he is content merely to follow his leaders, without making 
any contribution of his own to the subject. 

3 There still remains a third economic function which society ought 
to perform, and which Rodbertus considered the most important of 
all, namely, the distribution of the social product. An analysis of the 
present system of distribution was one of the tasks he had set himself 
to accomplish, believing with Sismondi and other socialists that a 
solution of the problem of distribution and the explanation of such 
phenomena as economic crises and pauperism constitute the most vital 
problems which face the science at the present moment. 

A just distribution. In Rodbertus’s opinion, should secure to every 
one the product of his labour. 1 But does not the present regime of free 
competition and private property accomplish this? 


He is dealing merely with individual want,. Rentability ii not the only guide. 
_ ^collective wants must be satisfied. but the process is not always a profitable 
*• The problem is to determine which are those wants Rodbertus is speaking of 
private wants; he has taken good care to leave the public needs aside, so that hu 
argument applies only to the former. • Kapilat, pp. 164-166. 

. Ko °bertus further adds that a portion of everybody's Income should be expended 
“ rj PP l y m K such public needs- (Kapiiat, pp. tjl-ijj.) 


™! Ubor *‘ion. an 7 '! **/**/, -nd vft ® PuJ^^ 1 ? 0 ' * 

E* h ' A/m* Pricn **'^'£*1 *,' *"* 

,n, "acr; 0n o rd' ' "** from th e *»* /br * 

int ^f, and r Crnj ^ -nd-Z,, ^mer Jr? *"*» and 


'Wau.iibfer"' ”•;»«»,",» "’• s «.c "“fmu.fi 

. r ° r '» "flu,™ £ a ”U ta rapfc ' "* **Kd , 0 “W* 

'“> of Hp c “ i* SOI f„ ° y ""' **»“U CO, I “ •**»«, 
^Pk cod t ,, d < ‘Orr ;:y . , ot ^OS- O n / v m 0thui 5,ju3t a. 

of coniun, ,■ "amc « .• doej not /ten™ tAat cannof 

«Mnl5*' “■'■orob, imZZdt “MWu , 

**“ ind ,, ",*' *“n low u 

.° T ; *wl°p u, of foion, ;™«U mu, , t 

°JS'na% 'ab o„f '7 s p;ua srapb ^ ff, mro* » 

* Jr«,7 , y ^njunjej nece Mariej and “ e Aiad •*■&< 

* & '5o- i6o . ' nd ***iefc conjut J®" veale *w of P 

. 


^Klfcato 1 ' ”* r ' 


”s ™»«..„ Bo „ li, jjfei ;«»i 

w “•*' *“ "■ 


RODBERTUI 425 

inunrdiate produce of lhai labour or in what U purchased with that 
product from other nations.” 

The difference betwten his attitude and Marx's is also interesting. 
Marx was thoroughly well versed in political economy, and had made 
a rpecial study of the English socialists. I lis one object was to set up 
a new theory of exchange, with labour as the source of all value. 
Rodbertui, who drew his inspiration from the Saint-Stmonians, focused 
attention upon production, and treated labour as the real source of 
every product — a simpler, a truer, but a still incomplete proposition. 
Rodbertui never definitely commits himself to saying that labour by 
itself creates value, but, on the other hand, he never denies it. 1 Social 
- progress, he always maintained, must consist in the greater degree of 
coincidence* between the value of a product and the quantity oflabour 
contained in it. But this is a task which the future must take in hand.* 
Again, if it be true that the worker creates the product, but that the 
proprietors of the soil and the capitalists who have had no share in its 
produetion are able to manipulate exchange in such a way as to retain 
a portion of it for themselves, it is dear that our judgment concerning 
the equity of the present system needs some revision. This secret 
embezzlement for the profit of the non-worker and to the injury of the 
diligent proceeds without any outward display of violence through the 
free play of exchange operating within a system of private property. 

1 Rodbertus expressly declares that to say that goods are the product of labour 11 
not to imply that the value of the product b always equal to what it cost in the way 
oflabour, or, in other words, that the labour spent on it does not always measure its 
y»lue (ScAq/Vn, Vol. II. pp. 104, 105). A similar statement is made in the Farimmgtn 
(1837). In the Z** Erlowftwj (184a) (pp. 1 19-131) he gives some of the reasons why 
he thinks dut the value of a product is not equal to the labour it has cost: (1) There is 
She necessity for equilizing the gains of capital; (1) the price of a unit of any com- 
modity is fixed by the price of the unit which costs most to reproduce. In the second 
of the Sozialt Bruft he repeats the statement that the labour value theory is nothing 
wtier than an ideal {/Capital, Appendix, p. S7g). In a letter written to R. Meyer on 
January 7, 187a, he affirms the demonstration which he had already given, “that 
goods do not and cannot exchange merely in proportion to the quantity of labour 
which has been absorbed by them simply because of the existence of capital"; and 
be adds the significant words: “a demonstration that might in case of need be 
employed against Marx.” 

. 'Th' coincidence between the value of the products and the quantity of labour 
involved in their production is limply the most ambitious ideal that economics has 
ever formulated.” (Second So&al Brie/.) 

Occasionally Rodbertui admits for the sake of hypothesis or demonstration that 
prices do coincide with the labour cost; but his essential theory has no need of any 
such hypothesis, and it really plays quite an auxiliary or subordinate rdle It is in the 
fourse of hia exposition of the theory concerning the distribution of unearned income 
between^ landed proprietors and capitalists (quite an erroneous theory, by the way) 
l * “ e “ driven to admit that “the exchange value of each completed product, as 
b . , elc ** portion of the product, is equal to its labour value." (Third Sottal 

arv /. Sthnftn, Vol. II, p. , 0 t.) 
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capital, - so they affirmed, is gradually becoming less, to the great 
advantage of the labourer. Ricardo, faced with the same dilemma, had 
come to the conclusion that with the inevitable increase in the cost of 
producing food the landowner’s share must be constantly growing. Say 
had asked himself the same question in the earliest edition of his 
treatise, but had found no reply. Rodbertus adopts none of their 
solutions, but independently arrives at the conclusion that the worker's 
share gradually dwindles, to the advantage of the other participants. 1 

Theorist as he was, a simple deduction was all that was needed to 
convince him of the truth of this view The rate of wages, wc have 
already seen, is determined by the interaction of demand and supply 
w the labour market. The market price of labour, however, like that 
of any other product, is always gravitating towards a normal value — 
this normal value being none other than Ricardo’s necessary wage. 
“The share of the product that falls to the lot of the producer both in 
an individual instance and as a general rule is not measured by the 
amount which he himself has produced, but by that quantity which is 
sufficient for the upkeep of his strength and the upbringing of his 
children.”* This celebrated ‘brazen law’ became the pivot of Lassalle’s 
propaganda, although it was never definitely recognized by Mara. 

Granting the existence of such a law, and admitting also that the 
amount produced by labour is always increasing, so that the mass of 
commodities produced always keeps growing, a very simple arith- 
metical calculation suffices to show that the total quantity obtained 
fiy the workers always remains the same, representing a diminished 
fraction of the growing totality. 

A similar demonstration affords a clue to the prevalence of crises. 
The tntripwvur keeps adding to the mass of commodities produced 
until he touches the full capacity of social demand.* But while produc- 
tion grows and expands the worker’s share dwindles, and thus his 


Whenever exchange is allowed to take in own course in the matter of distributing 
e. national dividend, certain circumstances connected with the development of 
•veiety and with the growing productivity of soda) labour cause the wages of the 

mg cl awes to diminish so as to constitute a decreasing fraction of the national 

r*M“£t. (Second Brie/, VoL II, p. J7 ) 

the ilea i) 

l » , *es is _ ^ 

prodlsrl'* market in proportion to the quantity of the social 
which th*" 11 11 *' Vrn ‘l*™ But the tnbrfmtws must determine the quantities 
CT arcorifing to The siie of their demands.** (K*fiUj,pp 31-5* 

,K^ r It Is quite obvious, on the contrary, that the Httrrpmnn base 

factum * oW y ' Ipon th<i drm,nd for the particular goods which they manu- 

!V “*** *1** are quite Indifferent to the share which goes to the higher 
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capital's share,* blit this has not prevented the workers from sharing in 
Ihe general growth of prosperity. Nor is there any reason why at 
another time the workers' jfntre thould not increase, even without any 
improvement in their absolute remuneration. 

Logically enough, Rodbertus proceeds to draw certain practical 
conclusions, including the necessity for the suppression of private 
property and of individual production. The community should be 
the sole owner of the means of production. Unearned income must 
go. Every one should contribute something to the national dividend, 
and each should share in the total produce in proportion to his labour. 
The value of all commodities will depend upon the amount of time 
•pent on them and effort put into them; and since the supply will 
always adapt itself to the needs of society the measure will be constant 
and exact, and equal distribution witl be assured 
But Rodbertus reccib from his own solution, and the ardent socialist 
becomes a simple State Socialist. What frightens him is not the terrible 
tyranny of a system under which production and even consumption 
would be strictly regulated. "There would be as much personal free- 
; dom under a system of this kind as in any other form of society,” he 


remarks, 1 ‘society’ evidently always implying some measure of restraint. 
His apprehension was of a different kind. He had a perfect horror of 
*r>y revolutionary change, and stood aghast at the lack of education 
d ‘splayed by the masses. He realized how unwilling they were to 
sacrifice even a part of their wages in order to enable other men to 
have the necessary leisure to pursue the study of the arts and sciences 
~-the noblest fruits of civilization. Finally, it seemed to him that 
, . e f»al appropriation and the rightful ownership which results from 
vigorous toil are too often confused by being indiscriminately spoken 
° as private property. “There is,” says he, “so much that is right 
up with what is wrong that one goads the lawful owner into 
tevo t in trying to l ay hold of the unlawful possessor."* 

lie vr' fnCln ,ne ’*'‘ w orkerJ , share in the product fell from 71 to 68 per cent between 
The m* 1 ' * n< * ‘9°5' while capital’s share increased from to 311 per cent. 

„f; -J’’ 1 *'*8'* during the same period rose from 531 dollars to 6a 6, while the rate 
total Dmi 'o 8 per cent- Despite this diminution m labour’s share of the 

ii ibovuj UCt 11 impossible to say whether the remuneration of labour in general 
the Wj<>4 'T'i, - or downward, for the working elasses do not depend solely upon 
perbanfu . . ifhour. Some of them have a httle capital — a very small amount, 
Jt bq Ut '^' re a no r<ason foe thinking that it will not grow in future. 

Aflaeut f 11 *, C,W *^ at **"? complicated question must be carefully defined. Three 
in the nr^T °? Tf' ^ distinguished: (1) The individual’s wage; (1) labour’s share 
Carman’, - V V 3 ’ th * income of the working class. Or. tins problem see Edwin 
Tien „r f “ the Journal of Ecommics , 1905, and his statements in bis 

177S-1848. 


1 Ibid., p. 187. 
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measure of equanimity as a necessary preliminary to hi J final emancipa- 
tion. Rodbertus would speed the process or amelioration and would 
better his lot here and now. 1 It also throws an interesting light upon 
his extraordinary confidence in the all-powerful sovereignty of the State, 
and the ability of government to bend every individual will, even the 
most recalcitrant, to the general will. At the same time it reveals his 
utter indifference to individual liberty as an economic motive. 

Thu indifference gradually merges into extreme hostility, while his 
confidence in the centralized executive becomes all the more thoroughly 
established. His later -historical works contain an exposition of an 
organic theory of the State which is meant to justify such confidence. 
Just as in the animal world the higher animals are found to possess 
the most highly differentiated organs as well as the most closely co- 
ordinated, so in history as we pass from the lower social strata to the 
higher ones 

the State advances both in magnitude and efficiency; and its action, 
while increasing in scope, grows in intensity as well. The State in 
its passage from one evolutionary stage to another presents us not 
merely with a greater degree of complexity, each function being to 
a greater and greater extent discharged by some special organ, but 
also with an increasing degree of harmony. The social organisms, 
despite their ever-increasing variation, arc placed in growing 
dependence upon one another by being linked to some central 
organ. In other words, the particular grade that a social organism 
occupies in the organic hierarchy depends upon the degree to 
which division oflabour and centralization have been carried.* 

We arc thus driven back upon the fundamental question set by 
Rodbertus at the outset of his inquiry: Can the various social functions, 
•acting spontaneously, efficiently further the good of the social body, 
or should these functions be discharged by the mediation of a special 
organ, the State, or Government? There is also the further question 
as to whether the reply which he gives is entirely satisfactory. 

We are immediately struck by a preliminary contradiction: the 
economic boundaries of the community do not coincide with its 
political boundaries. The one is the result of division of labour and 
is coextensive with, the limits set by division of labour, while the second 
“ the product of the changing conditions of history. It is only logical 
that the economic functions of the State should be performed by other 
organs than those of the political Government, since its sphere of 
action is necessarily different. But it is to the State, as evolved in the 
JCf. Kapiiat, p. 188, note. 

Tntutstrvn, in JMuihrfi, XcncrMmmu 11. Statist*. 

Yet. VlU.pp. 446-447, note. 
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*xul fanttior.*, and ibl iSr IctjWwii nf Individualism Implied « 
r>ml fit greater cmtr»!ir»l«on or a gtrairT degree of Slate control 
On the ot),ft hand, the Stair S«c»»liiti rrfu»e In arson* I r themselves 
with t)>e radical condemnation of jenatr ptvprrty am! unearned 
income, tech tf whuh Are features «>f U«*ll>ettu»'i teaching. The 
Suit Snoabsta act out in transform the Ro<l!>ertian compromise into 
a *rlfmjff«cirg wwi*. ami instead rf regarding their doctrine ai a 
diluted fern rf they arr tallies inclined to treat socialism ai 

an raaggrratrd development of thnr llteory ’ 

>. Ututl t 

R(«:Viiu»’« efforts In establish a diwtime of State Socialism upon 
the 6:m Inundation rf a nr» social (lseory had already met with a 
certain measure <f tuere-si, but it was reserved for Lassalle to infuse 
litalily into thrv new Urai. 

Lanai V* brief but btilliant political carret, ever memorable for 
die natural vigour rf his rlo^umcr, at once |*>puUr and rrfinrd, and 
tu indrblJr impression ef a strikingly original nature aflame with a 
p*««on I rath fit llwxight and action, together with the romantic, 
dramatic character rf hu checkered otstence, lent nontierful force to 

utterance!. In tfljR, at tl»e rally age of t wen t>-i litre, he wa» a 
Martian moluticw.io. The revolutionary period was followed by a 
dme cf enforced inactivity, when be devoted himself almoit exclusively 
to philosophical, legal, and literary pursuit* In tBCl die lilencc wai 
at last |<tr>km by hi* re-entry into the political arena. Tlie whole 
political life of Germany wai at that moment convulsed by die half- 
hearted opposition which tl>e Prussian Liberal party wai offering Co 
LlrmartVi constitutional change*. La nolle declared war both upon 
the Government and upon the bourgeois Opposition — upon the latter 
more than the former, perhaps. Turning to the working classes, he 
urged them to form a new party which would avoid all purely political 
questions and 10 concentrate upon their own economic emancipation. 
For two eventful year* the whole of Germany resounded with his 
speeches and his declamations before various tribunals, while the 
country was flooded with his pamphlets advocating the complete 
establishment of the Altgrmtinrr dnluhrr ArbnUrztutn (General Associa- 
tion of German Workers) which he had already founded at Leipzig In 
•8^3- The worker* of the Rhineland received with open anna the 
agitator who thus took up in their midst the tangled skein of a broken 

' “EaUtme nxi*lam," uyi Winner, “U limply an esaggcriuon or that partial 
•oculum wLich ha* tong been a feature of the economic and aocul evrtulion of all 
“aiwos, op«i»Uy the meal c.vilued " (Crvjrftpni. 3^ ed., p. 756.) 



*** »*« 

e * rtl « ernbryo m a dud > aj fJ' ,8fi *. ^ th e "Z 7 ‘ ic ^our 

s.Ss’.^is;’ ~»~ sspsr 1 

•*» muf “ ^ pnv aie prop™," '""“nod up ; rt,y d «"i5tioJnK c 

K °*tm£S£?’ m '- “ H'0,1 1„“ cfe " C He „„, "®!"» * Mm= 

to fret rb- CfifUfc > ’‘and „ , n? ^n,” tl . 9 u «uo n waj fo fi, 

ideal, i,. r S ° > H, diou, b Urdf .y fi «al ofe, JV/" 10 ” ""poo/fefc 

«dtT u> SS r mu5 ‘ *■* 

upon «»o drn? t 7 rrmo ' fJn 

Ule «*». ZT™ ° / ‘ l^ucn^! Venai on *** "* 

irine o r ,. * 0rdcT to win ,» *** oc «Ho m « U £L /* one ' *Jnd a«f 
w °u!d kjtyJ 5*Pi 0| tatio n o/ - " ,/lc oumt* i* ^ die Su«- «, 


! 


LASSALLE 


435 


law of wages,’ which is the happy title by which he chose to designate 
the Ricardian law of wages. 

Rodbertus realized the necessity for distinguishing between an 
esoteric and an exoteric Lassalle 1 — between the logical theorist of the 
study and the opportunist politician of the public platform. Only to 
his contemporaries was the latter Lassalle really known. But his 
letters, which have been published since his death, go to show that 
there is at least no need to attach any greater importance to his pro- 
posed reforms than he was prepared to give them himself. It is not 
necessary to emphasize the fact that his plan was really borrowed 
from Louis Blanc or to call attention to the letter written to Rodbertus 
in which he declares himself quite prepared to change his plan provided 
a better one can be found. This idea of association was one that wras 
by no means unknown to the German Liberal party; nor was it the 
first time that it had been preached to the working classes Lassalle’s 
rival, Schulze-Delitzsch, had begun an active campaign even as far 
back as 1849, and had succeeded in establishing a great number of 
co-operative credit societies, composed largely or artisans, and aiming 
at supplying them with cheap raw materials. But such associations 
tvere to receive no support from the Government. 

What was new in Lassalle’* scheme was just this appeal for State 
intervention. It was his energetic protest against eternal laissez-faire 
that impressed public opinion, and he himself was anxious that it 
should be presented in this light. Speaking to the workers of Frankfort 
on May 19, J863, he declared that “State intervention is the one 
question of principle involved in this campaign. That is the considera- 
tion that has weighed with me, and there lies the whole issue of the 
battle which I am about to wage.” 1 

* Wsgmr'i introduction to Brirft 1 on LassolU an Foibtrtur, p. 5. Lassalle hu himself 
Defined this somewhat Machiavellian attitude in a letter written to Marx in 1859, 
in which he speaks of a drama which he had just written dealing with Frana von 
S'Cltingen. "It loots like the triumph of superior realistic ability when the leader of a 
rebellion takes account of the limited means at his disposal and attempts to hide 
om other men the real object which he has m view. But the success achieved by 
the ruling classes in this way puts him in possession of new forces which 
tnablc him to employ ibis partial triumph for carrying out his real object." {Am 

am lilUtanvhm tftuhlmi son K. Man, F. Engtls, uni LassalU, Vol. IV, p. 133; published 

a «■" Stuttgart, 1909 ) 

. Vol. II, p. 99. This address has been published under the title of 

ibnierUttbuth. This is just the attitude of which Marx disapproved. In a letter 

wjmen to Schweitrer on October 13. 1868, quoted by Mehring {Am dm hturorucJun 
AarMau, etc,, Vol. IV, p. 36a), he expresses himself as follows: “He is too Cable to 
be influenced by the immediate circumstances of the moment. He exaggerates the 
'oaldifler lnce between himself and a nonenuty like Schulae-DeliKsch, until the 
j*ue between them, governmental intervention as against private initiative, becomes 
the central point of his agitation " 
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idealists came into conflict with the economists’, and his incomparable 
eloquence contributed not a little to the rising tide of indignation with 
which the Manchester ideas came to be regarded. 

Ill: STATE SOCIALISM— PROPERLY SO CALLED 
The years that elapsed between the death of Lassalle and the 
Congress of Eisenach (187a) proved to be the decisive period in the 
formation of German State Socialism. 

Bismarck's remarkable coups d'ital in 1866 and 1870 had done much 
to discredit the political reputation of the leaden of the Liberal party, 
who had shown themselves less than a match for the Chancellor's 
political insight. This reacted somewhat upon economic Liberalism, 
because it so happened that the leaden of both parties were the same. 1 
On the other hand, the idea of a rejuvenated empire incarnate in the 
Iron Chancellor seemed to add fresh lustre to the whole conception of 
the State. The Jahrbucker for NationalSkonomu, fint issued by the 
Historical school in 1863, had by this time become the recognized 
organ of the University Economists, and had done a great deal to 
accustom men’s minds to the relative character of the principles of 
political economy and to prepare their thoughts for an entirely new 
point of view. 

Labour questions had also suddenly assumed an importance quite 
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ef the “Socialism of the Chair," a« St wai derisively named by the 
liberals on account of the great number of professors « ho took part 
in this conference. The same doctrine, with a tomewhat more radical 
bias, became known as State Socialism. The imparting of such a bias 
was the task undertaken by Wagner,* in his Gruniiltgung, w hich appeared 
in |8;<>.‘ 

Difficult though the task may prove, we must try to distinguish 
between the work of the earlier economists and the special contribu- 
tions made by the State Socialists. Like all doctrines that purport to 
sum up the aspirations of a group or an epoch and to supply a work- 
ing agreement between principles in themselves irreconcilable, it lacks 
the definiteness of a purely individualistic or theoretical system. Its 
ideas are borrowed from various sources, but it is not always scrupulous 
in recognising this. 

It is first and foremost a reaction, not against the fundamental ideas 
of the English Classical school, as is generally believed, but against the 
exaggerations of their second-grade disciples, the admirers of Bastiat 
and Cobden — known to us as the “Optimists” and styled the “Man- 
chestrians" in Germany. The manifesto, drawn up by Professor 
Schmoller at the Eisenach Congress, speaks of the “Manchester 
•chool," but makes no mention of the Classical writers.* It is true 
*hat a great many German writers regard the expressions “Smithian- 
Bmus” and “ Manchesterthum” as synonymous, but these are perhaps 
polemical exaggerations upon which we ought not to lay too much 
‘tress. On the other hand, Liberalism had nowhere assumed such 
extravagant proportions as it had in Germany. Prince Smith, who is 
the best-known representative of Liberalism after Dunoyer, was con- 
vinced that the State had nothing to do beyond guaranteeing security, 

. 1 " addition to Wagner we might mention Albert Schaefffe, who has shown con- 
udrrable literary activity, but who 'u more of a sociologist than an economist. His 
Ereat work, Lau und Lsben dts sezuUn Korprrs (1875-78), contains an organic and 
biological theory of society, but his best-known book is the QuinUtscng dts SogutUsmus. 

Wagner’s principal works, which contain an exposiuon both of the ideas and 

programme of State Socialism, arc CnadUgung (sat ed. 1876), translated into French 

1900 under the title Fondemenlt 4* V £conomu polthqut; Fuiangudssauifutfii his article 
kail in the HandworUrbuch itr Staatswumsduijtirr, and especially two articles entitled 
‘■I’tanguAumsJwft and Staatsugjalismus, published in .the £«treAri/l fit du gaammU 
laaiswiiinuebtjfl, 1887, pp. 37-172, 675-746. One’ might profitably consult two 
addresses, the one of March 29, 1895, Saguslumus, SogwUtmokrahs, Katheder u. Stoats- 
wcauinmii, the other of April 2i, 1892, Das tint Hgialdttnokrahicht Pngramm. 

It 15 a curious fact that Wagner's definition of the province and functions of the 
State u not very different from Smith’s, though differing considerably from Bastiat’s. 

* general rule," says he, ** the State should take charge of those operations which 
»re intended to satisfy the wants of the citizens, but which private enterprise or 
voluntary associations acting for the community either cannot undertake or cannot 
ponotm as well or as cheaply.” (Gmdlspmt, 3rd ed , 1893, 1 st part, p. gt6 ) 
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sized the social inconveniences of competition, which is, however, 
generally confused with individual liberty. 1 They also insisted upon 
the social inequality of masters and workers when it comes to a ques- 
tion of wage-bargaining — a fact that had already been noted by Adam 
Smith — as well as upon the universal opposition that exists between 
the weak and the strong. The inadequacy of merely individual effort 
to satisfy certain collective wants is another fact that was considerably 
emphasized. 

As far back as the year 1856 Dupont-kVhite, a Frenchman, had 
complained bitterly that all the paths of civilization remained closed 
merely because of the existence of one obstacle — the infirmity and 
malignity of the individual.* He also attempted to show how the 
collective interests of modem society are becoming increasingly com- 
plex in character and of such magnitude as to be utterly beyond the 
compass of individual thought.’ “There are,” says he in that excellent 
formula in which he summarizes the instances in which State inter- 
vention may be necessary, 

certain vital things which the individual can never do, either 
because he has not the necessary strength to perform them or 
because they would not pay him; or, again, because they require 
the co-operation of everybody, which can never be got merely by 
common consent. The State is the one person — the enirtpreneur — 
who can undertake such tasks. 4 

But his words went unheeded. 

Writing in a similar vein, Wagner invokes the testimony of history 
m support of his State doctrine, showing us how the State's funedons 
vary from one period to another, so that one never feels certain about 
prescribing limits to its action. Individual interest, private charity, 
and the State have always had to divide the field of activity between 
them. Never has the first of these, taken by itself, proved sufficient, 
and in all the great modem states its place is taken by State action 
To conclude that this solution was useful and necessary and in accord- 
ance with the true law of historical development only involved one 
further step.* One almost unconsciously proceeds from the mere 
statement of a fact to the definite formulation of a law. “Anyone,” 
says Wagner, 


VVfgner, CrmJbpmg, 3rd ed , pp. 81 1 «t uq, 639 tt uq. The State Socialist, have 
Dabu of wrongfully using the two expressions "tree competition’ and ‘economic 
” is? ** ^ "ere synonymous terms. See GrunJUgmg, p. 97. 

Dupont-White, Vladuiiu it l'£ut, 5th ed , p. o. 

* Ibid., p 86}. 

,0 the French translation of Stuart Mill's liberty. 

Wagner, CnmiOicmf, 3rd ed., pp. 898 St uq. 
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ihe eoJJectiwjtj seem, to do, a radical change in human psychology 
resulting in the complete substitution of a solicitude for the public 
welfare for private interest. 

Dupont-White thought the problem insoluble, 1 and Wagner is 
equally emphatic about the impossibility of formulating an absolute 
rule. The statesman must decide each case on its merits. He does, 
however, lay down a few general rules. As a first general principle it 
is dear that the State can never completely usurp the place of the 
individual.* It can only concern itself with the general conditions of 
Ills development. The personal activity of the individual must for 
ever remain the essential spring of economic progress. The principle 
“ apparently the same as Stuart Mill's, but there is quite a marked 
difference between them. Mill wished to curtail individual effort as 
little as possible, 1 Vagner to extend Government action as much as he 
could. Mill insists throughout upon the negative role of Government; 
Wagner emphasizes the positive side, and claims that it should help 
an ever-increasing proportion of the population to share in the benefits 
of civilization. No inconvenience, Wagner thinks, would result from 
a little more communism in our social life. " National economy should 
be transferred from the control of the individual to the control of the 
community in general,” he writes, in a sentence that might have been 
borrowed directly from Rodbertus.* Doth he and Mill are agreed that 
the limit of Government action must be placed just at that point where 
it threatens to cramp individual development.* 

The practical application of these ideas would affect both the pro- 
duction and the distribution of wealth. But on this question State 

. rocanj huuyn been suggested which will help to delimit the functions 
°> the State from those of the individual. But that is not a consideration of any great 
f°r we can always arrange matters so as to mate them balance roughly 
" Comes to a particular case." (L'lnJmJu tl l'£ui, pp. ag3 and jot.) Else- 
where (i n hit preface to the French translation of Mill’s Liter/?) he gives the opinion 
at Such a delimitation is impossible and that when we speak of the Stale and the 
‘oo/w/Juai we speak of two distinct powers, such as life and law (p. vu). Law has to 
**** f aotJ,f P* oflife, reproving its excesses and rorrecung its faults (p. aiu). 
f Wagner, Cnovflefvng, p. 887. 

s, »te enterprise 11 to be recommended wherever possible, "not only for specific 
Jt** 0 ?* »>hich make the State ownership of certain industries highly desinble, but 
tut reasons of social policy, such as the advisability of helping industry to pan 
» regime of ind/vtdual ownership M tftst of communal control. ” <F mmetnuoa- 

SlMtintia/tnmu, p. 1 1 j ) 

puponl-kVhite'i individualism U as unimpeachable as Wagner’s, which proves 
. , ** Individualist need not always be a Liberal. "The author of Lihff/" says he 
which 10 hi ill’, fiierfy, p, luiii, "has a keen sympathy for individualism, 

ilin * •h» r « to the full, though without any nuagivingi as 10 the future destiny of 
element. Individualism u life. In lha! sense individualism If 
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alldw of, anil, on the other hand, for fueh an increaw of wages ai* 
permit of a more humane exitfrnce. It b impossible to dagfe 8 
fact that all thu »ouml» very vague.* 

Tlte State would thu* undertake to »rc that distribution confer® 
to the moral icntiment of each period. Taxation wa« to be 
a* the instrument of such reform*. Dupont-White, in his Mr 
Ttarail ,* which was written a* early a* the year T&17, had 1 
the precise formula in which to describe these projects: “T° • 

tax luch a* will strike the higher classes and to apply the *’ 80 

and reward labour.” 

Wagner says just the same thing. 

Logically State Socialism must undertake two tasks 
closely connected with one another. In the first place 1 ^ 

the lower strata of the working classes at the opense 
classes, and in the second place it must put a check “p®. ^ fcy 

live accumulation of wealth among certain strata ot soa . 
certain members of the propertied classes.* 

In the matter of production State So cial i sm has 
tent to reproduce the list given by Mill, Chevalier, and Gj’ 
cases in which there is no economic principle against the _ 
or management of an industrial enterprise by the Statfc " ^ 
generally, Wagner is of the opinion that the State sho 

open letter to w® Tieitschke the 

■ pohtup* (Pins, 19 ot). To the ob £ bt “V 1 that * ‘ 

rJdemned by this principle 

"speaking of the average man," but that "the Ilohenaolleni*. » 
this light, have no more than they deserve” (p. 9 *)- Heotetkanr' 


1 Qfi, for example, Schmoller'i open letter to . utm , _ 

in hit Pchlupu tonal § (I £mmii pohtup* (Paris, 1901). y° r tJLJwrrofi'n ■h* 1 *f. 
list of European monarrhs ii condemned 

“ the average man. " hut that "trie noncu«— * 

* Wagner recognizes the arbitrary nature of his suggestions. jjnplc, 

this method of procedure n quite legitimate, but pracpcaBy utility, ***“ 

the object, in short, is to employ the principles of equity and 01W ^ 

are by no meant difficult to formulate, and to transmute IMS' P™r‘ 

lative enactments, so as to put a check upon the arbitrary and ^ ^inc <* ^ 
of wealth in the hands of a few individuals, such as is the case 
competition." (FinaneuwmAi/} mi Staalsto&alismui, P- 7 ' 9 -' 

1 P-398. . ... 

• F'ixaAZicitsatschqfl mi StoaUsoeialismus, p. 718. 
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iwetf the control of such industries as are of a particularly permanent 
or universal character, or such as requite either uniform or specialized 
methods of control or are likely to become monopolies m the hands of 
private individuals. The same argument would apply to industries 
satisfying tome general want, but in which it is almost impossible to 
determine the exact advantage which the consumer denv cs from them. 
The State administration of men, forests, roads, and canals, the 
nationalization of railways and banks, and the municipalization of 
water and gas, are justified on the same grounds 
Such are the essential features of State Socialism, which bases its 
appeal, not on any precise criticism of property or of unearned income, 
such as we are accustomed to get from the socialists, but entirely upon 
moral and national considerations A juster distribution of wealth 
and a higher well-being for the working classes appear to be the only 
methods of maintaining that national unity of w liich the State is the 
representative. But it neither specifics the rules of justice nor indicates 
the limits of the ameliorative process. The fostering of collective efTort 
affords another means of developing moral solidarity and of limiting 
purely selfish action; but the maintenance of private property and 
individual initiative seemed indispensable to the growth of production 
—a consideration which renders tt inimical to collectivism. Its moral 
character explains the contrast between the precise nature of some of 
its positive demands and the somewhat vague character of its general 
pnndplej, which may be applied to a greater or lesser extent accord- 
ing to individual preferences. It is impossible to deny the essentially 
subjective character of its criteria, and this affords some indication of 
the vigorous criticism offered by the economists, who are above ail 
anxious Tor scientific exactitude, and the measure of enthusiasm with 
which it has been welcomed by all practical reformers. It forms a 
kind of crossroads where social Christianity, enlightened conservatism. 


progressive democracy, and opportunistic socialism all come together. 

But its success was due much less to the value of its principles than 
to the peculiar nature of the political and economic evolution towards 
. cn d of the century. Its most conspicuous representative in Ger- 


many was Prince Bismarck, who was totally indifferent to any theory 
of State Socialism, and who preferred to justify his policy by an appeal 
to the principles of Christianity or the Prussian Landrecht. 1 One of 


he imperial message (/November 17. 1881, announcing the celebrated series of 
the necessity for » more marled policy of State intervention: 
lay hold of the ways and means whereby the working classes may best be helped 
no means an easy task, hut it is one of the highest which a moral and Christian 
nuruty can set 10 heart upon.” Bismarck, in his speech of May 9, 1884, said: “I 
sttatingly recognize the rights of labour, and so loDg as I occupy this place I 



ll, «i som„ po.,v ° rl "’ s d «Jos /hf" appa ' n ' to h;,5“°' Ul '™ 1 ™’ 

>hap ' “f poT? ' p '°°f «f Z rCVola '^Z Z ■?><««« 

"*« iliTr? ‘"""at in ,! >-Tn P a( h>- of ,1,7^“" t l r *>vfci 
a, none »k. trc 'ncndo! 1 , 1 ’ ^ 

«<s ro T “'«?■'» o^r ****-^ uh ™™ 

“S" c l ^«r si ti^'7 *“* -*”» 

>orio, c ,5 7 of JL *"» of tin, , " ®! '“ <* *rivrd 

Tfc, 7" C ~' le wu Ion, Son*, , ' , '™- | '“t i, in t „ 

Ct" cu ”" S '" C "” M >°^'S ,ion rf& ' 

Empire a „ ^ crcw of F _. £m Peror lVHffa*. m ^ *»nw*l 

“into,, 7 “ “» ,(,o 1 lo *>"■ * 




IPERLY SO CALLED 


447 


of labour, are just the expressions of a tendency that operates inde- 
pendently of any preconceived plan. 

The regulation of the relationship between masters and workmen 
gave to State Socialism a legislative bias. Governments and munici- 
palities, not content with that, have long since extended their inter- 
vention to the domain of production, the new character of social life 
rather than any social theory being again the determining motive. 
Public works, such as canals, roads, railways, sea transport, and electric 
power have multiplied enormously in the course of the nineteenth 
century, thanks to the existence of new productive forces. The demand 
for public services such as lighting and heating has increased because 
of the increasing concentration of population. Communal life keeps 
encroaching upon what was formerly an isolated, dispersive existence, 
and community of interest is extending its sway in village and borough 
as well as in the great city and the nation at large. Industry also is 
being gradually linked together, and the area of free competition is 
perforce becoming narrower. In the labour market, as well as in the 
produce and the money markets, concentration has taken the place of 
dispersion. Monopoly is everywhere. Collective enterprise, instead 
of being the exception, tends to be the rule, and public opinion is 
gradually being reconciled to the idea of seeing the State — the “collec- 
tive being’ par txcellence — becoming in its turn industrial. 

Under conditions such as these it was impossible that the doctrine 
of State Socialism should not influence public opinion. 

State Socialism has the peculiar merit of being able to translate the 
confused aspirations of a new epoch in the history of politics and eco- 
nomics into practical maxims without arousing the suspicions of the 
public to the extent that socialism generally docs. Legislators and 
public men generally have been supplied with the necessary arguments 
with which to defend the inauguration of that new policy upon which 
they had secretly set their hearts. A common ground of action is found 
for parties that are generally opposed to one another and for tempera- 
ments that are usually incompatible. That is the outstanding merit 
of a doctrine that seems eminently suitable for the attainment of 
tangible results. 

And so, by a curious inversion of functions by no means exceptional 
in the history of thought, State Socialism in our century finds itself 
playing the part of its great adversary, the Liberal Optimism of the 
early century. “Thou hast conquered, O State Divine,” as the Emperor 
Julian said of Christianity, might well be the words of Proudhon if he 
came back to this world. One of the outstanding merits of that earlier 
Liberalism was the preparation it afforded for a policy of enfranchise- 
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programme not the defence of the specific interests of labour but {after 
the abolition of the wage system) the general organization of produc- 
tion. This was to be directed in each branch of industry by the whole 
body of workers and technicians in the industry, who were to consti- 
tute a ‘guild,’ so that the State, though taking over the ownership of 
the national capital, would be as far as possible relieved of the task 
of administering it. The State, however, in the opinion of some at 
least Of these writers, should retain the function of control and arbitra- 
tion in respect of the guilds, as the representative of the consumers.* 
But when an attempt was made after the First World War to trans- 
late these ideas into reality, and there arose a * corporative ’ doctrine 
which combined in a somewhat confused manner not only trade 
unionist aspirations but also the paternalist tendencies of Social 
Catholicism (see Book V, chapter ii) and the desire of employers for 
the federation of industries, the influence of State Socialism on men’s 
minds was once more apparent. For it was to the State that the direc- 
tion of the new corporations was entmsted, when in various countries, 
especially Italy, they obtained the sanction of the law. It has been 
clearly shown by Gaetan Pirou,* in a small but substantial volume, 
how corporatism, born of a reaction against the excesses alike of indi- 
vidualism and of itatisme, turned after all into a new ascendancy of 
the State over industry. In the same way the term ‘controlled eco- 
nomy,' which has become increasingly popular during the last twenty 
years, is only a modern label for State Socialism, which is itself applied, 
through the interventionism of 1848, to the old itatisme of the eighteenth 
and preceding centuries. 

‘The principal writers in this movement were G. D. H. Cole and S. G. Hobson. 
A good summary of their ideas is to be found in an article (in French) by Laskwe in 
the. ft™ d'£anumu /o/ilifw, 1930. p. 405. The Economic Journal has also published 
reviews of several of their works. G. D. H. Cole, one of the founders of the movement. 
Summarizing its fundamental ideas in the American Incytlcpedia «/ it,, Sacral Snouts 
in 1933, said that it had profoundly transformed socialist ideas on nationalization 
and that English socialists now thought that socialized industries and services should 
to a great extent administer themselves, with the workers obtaining an increasing 
share of control. See the article on Guild Socialism in Vol VII of the Enatloptdui. 

■ ' Eiiau nr U corporatism (Sirey, Paris, 1936). M. Salleron, an ardent supporter of 
corporatism and especially of agricultural corporatism, writes in his Ptaiuenct it V£tat 
arpontif (Grtssct, Paris, 194s): “Truth compels us to say that (he first year's ex- 
perience of the peasant corporation is a success for tlatismt. . . . Thu u a serious fact, 
to which it a our duty to call the attention of peasants everywhere" (p. 14). The 
same tendency of the State to absorb and dominate the corporation is noted in the very 
Important little book by Jacques V aid our, Orf®iualu>* corporaUn it to Socxili el it la 
projesiun (Rousseau, Pans, >935). 
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the Communists and Fourierists, and the pride it takes in regarding 
itself as a mere development or rehabilitation of" the great. .Classical 
tradition. 

To give within the limits of a single chapter a r&umi of a doctrine 
that claims to review and to reconstruct the whole of economic theory 
is clearly impossible, and we shall merely attempt an examination of 
two of Marx’s more essential doctrines, namely, his theory of surplus 
labour and value and his law of a utomatic appropriation, more 
familiarly but less accurately known as the law o f concentration of 
capital. ^The first is based upon a particular conception of exchange 
value and the second upon a special theory of economic evolution.^ To 
em ploy Comtean phraseology, the one belongs to the realm of econo- 
mic statics, the other to the domain of economic dynamics. 


r . SURPLUS LABOUR AND SURPLUS VALUE 
The laborious demonstration which follows will become clearer if 
we remind ourselves of the objects Marx had in view.<^Marx'a aim Was 
to show how the propertied class had always lived upon the labour of 
the non-pTopeitied classes — the possessors upon the non-possessing 
This was by no means a new idea, as we have already made its acquain- 
tance in thcAvritings of Sismond i, S aint-Simon. Proudhon, and 
Rodh erlm.vSut the essence of the criticism of these writers was always 
social rather than economic, t he i nstitution of private property and its 
injustice being the chief object of attack. Karl Marx, on the other 
hand, deliberately directed the gravamen of the charge against 
economic science itself, especially against th e conception of exchange. 


new era” (Euai nr la Coneeptln maUnalute it I'Hulotrt, p 21). At any rate, it is the 
breviary of modern loeialism. There n scarcely a single one of us phrases, each of 
which stings like a dart, that has not been invoked a thousand limes. The Programme 
oj the Communal Mamfetta is included in Ensor’s Modern Socialism. 

It is a much-debated question as to whether Karl Mar* was influenced by French 
socialists, and if so to what extent On the question ot his indebtedness to Pecqueur 
and Proudhon see Bourguin's article in La Revue d'Econamie politspu, 1892, on Dei 
Rapports tnirt Proudhon et JT. Marx . Proudhon's work, at any rate, was known to him, 
for one of his books was a refutation of the doctrines of the prut bourgeois, as he called 
him. Certain analogies between the work! of these two writers to which we shall have 
to call attention will help us to appreciate the extent to which Marx is indebted to 
Proudhon. But, as Anton Menger has pointed out, we must seek Marx’s antecedents 
among English socialists, in the works of writers like Thompson especially. Nor 
must we forget his friend and collaborator Friedrich Engels, who for the sake of his 
master has been content to remain in the background. Engels collaborated in the 
publication of the famous Manifesto in 1848, and it was he who piously collected and 
edited Karl Marx's posthumous work. It is difficult to know exactly what part he 
played in the development of Mara's ideas, but It is highly probable that it was 
consider able. 
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the wage bargain, reserves for himself the right of disposing of that 
commodity, he sell* it at its real value, which is the equivalent of ten 
hours’ labour. 

The worker himself is cut ofT with a wage which simply represents 
the price which the capitalist pays for his lalxiur force (Arbrit shaft), 
and the capitalist reserves to himself the right of disposing of the com* 
modity nt his own good pleasure. Its value is determined in the same 
way as that of every other exchangeable commodity. Labour-force 
ot manual labour is just a commodity, and tts value is determined !>y 
the numbe r ofh ours nf labour necessary for its production. 1 

quantity of labou r pcccssary to produce the labour- forced is 
a somewhat formidable expression, and it is very difficult for anyone 
who is beginning a study of Marx to appreciate iu significance, but it 
is very essential that we should try, since everything turns upon a 
dear understanding of this phrase. Dut it is really not so mysterious 
after all. Suppose that instead of the labour or an artisan we take 
the work or a machine. No engineer would be surprised if we asked 
him the running expenses of that machine, and he might reply that it 
• u costing one or two tons of coal per hour or eight or twelve per 
r m; and since the value of the coal merely represents a certain amount 
human labour on the part of the coal-miner^ there would be no 
fiiculty in expressing it in terms of labour. sUnder the wage system 
e labourer is simply a machine, differing from the latter merely in 
ie smaller quantity of wealth which he produces. The value of an 
>ur’s labour or a day’s toil can be measured by the quantity of 
rcessaries required to keep the worker in full productive efficiency 
uring that period. Every employer who pays wages in kind — 
hich is still partly the case in some agricultural countries — always 
lakes that kind of calculation, and even when the worker is paid a 
loney wage things are much the same, for the money simply 
rpresents the cost of those necessaries. 

Let us proceed a step farther. The value of the commodities neces- 
ary for the upkeep of labour is never equal to the value of the produce 
f that labour. In the instance given it would not equal the value of 
en hours’ labour— perhaps not even five. Human labour under 
’“The capitalist epoch U therefore characterized by Ihu, that labour-power taker 
o the eyes of the labourer himself the form of a commodity which u hu property; 
iu labour consequently becomes wage-labour Given the individual, the produc- 

ion oflabour-power consuls in bu reproduction of himself or hu maintenance. For 

us maintenance he requires a given quantity of the means of subsutence. Therefore 

he labour-time requisite for the production of labour-power reduces itself to that, 
lecessary for the production of those means of subsistence: in other words, the value' 

if labour-power is the value of the means of nibsistence necessary for the maintenance 

>f the labourer.” {Ka/t tat, p. 149 ) 
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norma! conditions always produces more than the mere value of the, 
goods consumed J 

This is the crux of the problem. The mystery surrounding capitalist 
production is at last solved. The value produced by the labourer 
passes into the hands of the capitalist, who disposes of it and gives back 
to the labourer enough to pay for the food consumed by him during 
the time he was producing the commodity. The difference goes into 
the capitalist’s pocket. The product is sold as the equivalent of ten 
hours’ labour, but the labourer receives the equivalent of five hours 
only. Marx speaks of this as surplus value (Mehrwerth), a term that 
has become exceedingly popular since.* 

Thus the capitalist gets ten hours’ labour out of the workman and 
only pays him for five,* the other five hours costing him nothing at all. 
During the first five hours the workman produces the equivalent of 
his wages, but after the end of the fifth hour he is working for nothing. 
The labour of this extra number of hours during which the surplus 
value is being produced, and for which the worker receives nothing, 
Marx calls surplus labour. By that he means the supererogatory labour 
which yields nothing to the worker, but merely involves an extra tax 
upop his energies and simply increases the capitalist’s fortune. 
^✓Naturally the capitalist’s interest is to augment this surplus value 
which goes to swell his profits. This can be effected in a number w 


•This demonstration implies that the wages drawn by the worker is netesjarO)' 
only just equal to the value of the mean* of his lubsistenee. It is the old classic U* 
of Turgot and Ricardo over again, which Lajsalie, Marx’* contemporary and r>* » 
graphically called the “brazen law of wages." We are simply given a more scirnli 
demonstration of it, that is all. . 

The demonstration is based upon a postulate which ought lint to have been pmv ■ 
namely, that the quantity of labour necessary to keep the worker a five is , 

than the quantity which he provides for his master. But what is there to prove 
a man who works ten hours a day does not require all those ten hours to P , 
sufficient for his upkeep? Is there some natural law that supports this 
Marx simply regards it as an axiom and attempt] no proof. Every one would 
it to be true in a general way — as a kind of empirical law. For were it true tna " . 

labour was wholly absorbed by the necessaries of life there would be no incr 
numbers, no saving of capita], and civilization, which is the product of leuure, *■ 
never have been possible. 

What we have here is the Phyiiocratic ‘net product ’ once again, with lh« * ' 

that instead of being confined to agricultural labour it Is now regarded as an » 
of labour of every kind. _ . ■ 

* See p. 198 tor what is said of Sismondi and his conception of 'inere men r . 

» It is necessary to point out that this proportion, which gives half the *»>“* ^ j 

labour, leaving too per cent surplus value, is pul forward merely hr 
Cl ultra lion. Some Marxians, however, among whom is Jules Cursor, claim 
> actually the proportion in practice. Marx himself would probably ** 
more moderate m hit estimate, because in one part of his thesis be * t f r P U T*. 
men I of English manufacturers who declared that it was just the last hour 
them their profits. 


ways, and an analysis of »ome of these processes is one of the most 
characteristic features of the Marxian doctrine. This analysis may 
be summed up under two main divisions. 

■*(u The first me thod is to prolong the working day as much as pos- 
sible_in_order to increase the number of hours of surplus labour. If 
the number of working hours can be increased from ten to twelve the 
surplus will automatically grow from five to seven. This is exactly 
what manufacturers have always tried to do. Factory legislation, how- 
ever, has forced some of them to limit the number of hours, and this 
has mulled in checking the growth of surplus value somewhat. But 
this check applies only to a limited number of industries. 

\><Sj A secon d method is to diminish the number of hours necessary 
t o produ ce t he wo rker's sustenance. Were this to fall from five to three 
it is dear that the surplus Would again rise from five lo seven. Such 
reduction is possible through the perfection of industrial organization 
or through a reduction in the cost of living, a result which is usually 
effected by means of co-operation. 1 The capitalist also often manages 
to bring this about by setting up philanthropic institutions or by 
employing women and children, who require less for their upkeep than 
adults. Women and children have been taken from the house, and 
the task of housekeeping and cookery has been left in the hands of 
the men. But laws regulating the employment of women and children 
have again defeated these tactics. 1 

Such is a very brief summary of Marx’s demonstration. Its real 
originality lies in the fact that it does not consist of commonplace 
recriminations concerning the exploitation or workers and the greed 
of exploiters, but shows how the worker is robbed even when he gets 
all that he is entitled to.* It cannot be said that ,thc capitalist has 

development of machinery, according to the Marxian theory, tends to 
reduce the ceat of living, and consequently the price of labour, by producing cheaper 
clothes, furniture, etc., and to a leaser extent cheaper food. 

By parity of reasoning ought it not to reduce the pnee of goods produced by the 
wageeamer and to lower the surplus value? We must be careful, however, not to 
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profits, that they do employ surplus labour, from which surplus value 
is naturally derived.’ 

While admiring the ingenuity of the dialectics, we must not blind 
ourselves to the simple fact which Marx was so anxious to hide, but 
which is nevertheless implicit in all this, namely, that the rate of profit, 1 
which means also the value of the goods, is regulated by competition 
— that is, by demand and supply — but bears no relation to the quantity 
of labour employed We must also remember that the rntirprmrvT\ far 
from seeing his profits diminish as he employs less human labour, finds 
tfiem^incroasing.vrfiis contradiction is just one of those flaws that 
finally cause the downfall of the majestic edifice so laboriously raised 
by Marx. 

THE LAW or CONCENTRATION OR EXPROPRIATION 
The law of concentration of capita!,’ which can only be interpreted 
in the light of economic history, isjin attempt to show that the regime 
o f privat e property a nd per sonal gain under which we live is about to 
givejplace to an" era of social enterprise and collective property.* Let 
us try to follow the argument as given by Marx 
'We hive indifferently employed the term* 'profit' end 'surplus value’ simply 
because the former is a much mote familiar word. But we must warn the reader 
against thinking that the two terms are synonymous. The surplus value is all that 
part of the value of the produce which is over and above the expenses of labour 
involved in its production— that enormous slice which becomes the property of every 
class in society except the workers, not merely the employers, but merchants, land- 
lords, tte.i while profit is that part of the surplus value which the employer! of labour 
keep for iheir own use. The rate of profit also is something quite different from the 
percentage of surplus value, as we shall see later 
We must call attention once more CO the different interpretations which have been 
given of the term 'profit.' Marx and the English economists take the word to com- 
prise the whole revenue of capital under a regime of free competition, no distinction 
being drawn between profit properly sfr called and interest To-day we understand 
by profit Ihe income drawn by the t^treprrnna - as distinct from the capitalist' — as the 
result of certain favourable circumstances, notably imperfect competition. 

It would be absurd to speak of a law of equality of profit, seeing that profit, as we 
have defined it, is, like rent, a differential revenue. 

* "'e are fully aware of the fact that our method of approach must appear absurd 
fronTthc "Marxian standpoint, because it lays Marx open to the charge of starting 

with a preconceived idea, much after the style of economists like Bastiat, for example. 

Such a method, it is contended, is utterly unscientific and unworthy of a great ‘mind 

However great he may have been, we cannot help thinking that, in common with 
most scientists, he discovered just what he was looking for, and it would be difficult 
to prove that Marx was not a socialist long before he began the wnung of /Capital, 
even long before he had constructed a system at all. 

vOur object in stating the conclusion first of all is to help the reader to an under- 
standing of the argument, but it is quite open to anyone who thinks differently to 
say that Marx had not the least idea where the analysis would lead him 
1 The general use of the term ’collectivism* is largely due to Marx. While 'col- 
20 
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(n the rfrwntnK- *er»* of a mere instrument of prr*fucti«n must ha-se 
Mut'd ftrn Wf"tt tlirt hut \h- •orj.ifitt* art of opinion that it 
had qttilr a d.JTefent wjiuficarrr then, and tt U important that **- 
should apjirrn tie their point of view. Their employment of the W® 
>t* ct»*tely akin to the vulgar uv nf the word a* anythin? that yicM* * 
tml, ami yield* the uid rent a» the rrsulr, not of the capitalist'* labour, 
bin of the tml of Mil'll Put under the guild tysfftn which preceded 
lliH comlitioft of things thr majority of the worker* possessed mast of 
tlic Instruments of production ihrmvlvri 

.. ■* Then follow* a dewriptioo of a *rr»rs of change* which *nr cannot 
attempt tr» study in detail, but which form* a singularly drama tic 
chapter in the writings of Marx. -New mean* of communication ire 
established and new market* opened a* the result of important 
maritime discoveries cmipterl with the consolidation of the great 
modern State*, the rise of bank* and of trading companies, and the 
formation of public debt*. »\N these- resulted in the concentration , 
of capital in the hands of a few and the expropriation of the small 
proprietor^ 

But this was only a beginning. If capital in this newer sense o 
nn instrument for nuking profit out of the labour of others w5 ° **** 
to come into it* own and develop, if the surplus labour and surp u* 
value of which wc have given an analysis were really to contribute to 
the growth and upkeep of this capital, it was necessary that the capita 
list should be able to buy that unique merchandise which possesses 
such wonderful qualities in the open market. But labour-force can 
never be bought unless it has been previously detached from * 
instruments or production and remove d from its surroundings, 
connexion with property must be severed, every trace of feudousi 11 


Jectirirm* occur* mlmaal on every page oT lie Mamftrto, tie term ‘nnom® 0 ' 1 
the other hand, i* never once employed. - • -tyb, 

Jimo Guillaume, jo the preface to VoL II of the French edition of Eakunm ^ 

p. xxiivi, give* the following account of the origin of the word ‘tollectivom. 
fourth General Congress of the International, held at Bale in ■ 869. 


by the delegate* present. • The Germ an -Swiss, ih t — s .—> ^ me 

were really State communis ts-^The Spanish, Belgian, Frencb-Swiss, , eollK- 

French delegate* were federal or anarchist communist* who took the &■ 


Belgian Paepe and the French Varlin. 'Bakunin alway* *P°* C habit 

collectivist and not a communist, and in till* respect he differs boro Marx. *L 
of thinking that all anarchist* are communists is largely due to Kropotkin,. 
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and of the guild system must be removed. Labour must be free — 
that is, saleable; or, in other words, it “must be forced to sell itself 
because the labourer has nothing else to iell.”uJ : <5r a long time the 
artisan was in the habit of selling his goods to the public without the 
intervention of any intermediary, but a day dawned when, no longer 
able to sell his products, he was reduced to selling himself. 1 

The creation of this new kmd of property based upon the labour of 
others meant the extinction of that earlier form of property founded 
upon personal labour and the substitution for it of the modem prole- 
tariat. This was the task to which the bourgeoisie resolutely set itself 
for about three centuries, and its proclamation of the liberty of the 
labourer and the rights of man is just its paran of victory. Its task was 
accomplished. The expropriated artisan who was already swelling 
the ranks of the proletariat seemed an established fact 

In Teality this end was only partially accomplished even in the moie 
capitalistic countries, but that there is a general movement in that 
direction seems clear in view of the following considerations. 

visJ'The most suggestive fact in this connexion is the growth of 
production on a large scale, resulting in the employment of machinery 
and in the rise of new forms of organization such as trusts and cartels, 
new systems that were unknown in Marx’s day, but which have helped 
to confirm his suspicions. These trusts and cartels are especially im- 
portant from a social point of view because they not only absorb the 
capital of the small independent proprietor, but swallow the medium- 
sized industry as well. This wonderful expansion of production on a 
large scale means a corresponding growth in the numbers of the 
proletariat, and capitalism, by increasing the number of wage-earners, 
helps to swell the ranks of its own enemies. “What the bourgeoisie 
produces, above all, therefore, arc its own gravediggers. 

'(Ay Over-production is another fruitful method. A contraction of the 
market results in a superabundance of workmen whose services are 
always available They form a kind of industrial reserve army upon 
which the capitalist may draw at his pleasure — at one moment indis- 
criminately taking on a number or them, and throwing them back on 
to the streets again as soon as the demand shows signs of slackening.* 
v> ^\Ve think we can perceive a change in the physiognomy of our dramatu person* 
He who before was the money-owner now strides in front si capitalist ; the possessor 
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CONCENTRATION OR EXPROPRIATION 4C5 
themselves out of employment altogether and almost on the verge of 
starvation. Proudhon, as we have already seen, laid considerable 
stress upon this, and it is one or the instances in which Marx b obviously 
influenced by Proudhon. 

The idea which underlies the Marxian theory is that every crisb 
invokes a readjustment of the equilibrium between fixed and circu- 
lating capital. The growth of the former, though continuous, is not 
simp uniform, and whole sections of it may occasionally l>e found to 
be without solid foundation which would warrant such expansion. 
But the crises which result in the destruction of these speculative 
accretions give a new spirit to the creation of further surplus value, 
which results in the creation of further fixed capital and more crises, 
and so the process goes on.' 

X^fThe growth or pauperism, which b the direct outcome of crises 
and want, b another factor. 

The bourgeouie b unfit any longer to be the ruling class in 
society, and to impose its conditions of exbtence upon society as an 
overriding law. It is unfit to nilc because it b incompetent to assure 
an exbtence to its slave within hb slavery, because it cannot help 
letting him sink into such a state that it has to feed him instead of 
being fed by him.* 

4<j"The rapid multiplication of joint-stock companies b the final 
buttress with which the Marxians have strengthened their contention. 
Under the joint stock principle the right of property b simply reduced 
to the possession or a few strips of paper giving the anonymous owner 
the right to draw dividends in some commercial concern or other. 
Profit b seen in all its nakedness as a dividend which is wholly inde- 
pendent of all personal effort and produced entirely as the result of 
the workers’ drudgery. The duty of personally supervising the methods 
of production and of opening up new and better ways of manufacturing, 
which served to disguise the real character of the individual employer 
and to justify hb exbtence, b no longer performed by the owner, but 
falb to the lot of two new functionaries, the parasitic company director 
on the one hand and the salaried official on the other. 

Once the whole industry of a country becomes organized on a joint- 
stock basis — or, better still, once it passes over into the hands of a 
trust, which is simply a manifestation of the joint-stock principle at its 
highest — expropriation will be a comparatively simple matter. By a 
mere strokeoftfiepen property hitherto held by private shareholders 
will be transferred into the custody of the State with hardly a change 
in the economic mechanism itself. 

1 Xap“al, p. 647. » Mmiftsu,. para . , 
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Henry fewp, oil a very yon* fipitt beCdr W 
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fjir'.irvl brine the mimry which did lean to rwell the ranVi of hi* ftllmrn. in 
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Ufaryue — Ihe latter 1/ w!*yn waa Marx'a aorv-in-law. But a great many French 
vxialnu, tlouch coTIeetnnu in name, refuterl their adhruon to the Marxian dnctnrre 
In all ita tifiliiy. They accepted there of hit main principle! — the aoeialuauon of 
the mean! of production, clait war, and internationalum— but rejected hit theory of 
value anti hit malrnalutic conception of hutoey Moreover, they ihowrd no d elite to 
break with Ihe French aoeialtil tradition, which wai pre-eminently idealulic. Benoit 
Melon, the founder of the /?n»e mruful t (1883), «u one of the earlier! repmmutivri 

of French coIWtivum, and among hn suecemort may be reckoned George Renard 

and Foufnifre, 
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Marxism is simply a branch grafted on the Classical trunk. 
\stonished“an<nndignaht as the latter may well seem at the sight of 
he strange fruit which its teaching has borne, it cannot deny the fact 
that it has nourished it with its own life-blood. “Das Kapilal," as 
Labriola notes, “instead of being the prologue to the communal 
critique, is simply the epilogue of bourgeois economics.” 1 

Not only has Marxism always shown unfailing respect for political 
economy even when attacking individual economists, who are generally 
accused of inability to grasp the full significance of their own teaching, 
but, strangely enough, it betrays an equal affection for capitalism. 1 
It has the greatest respect for the task which it has already accom- 
plished, and feels infinitely grateful for the revolutionary part (such 
are the words used) which it has played in preparing the way for 
collectivism, which is almost imperceptibly usurping its place. 1 

But the Marxians have one serious quarrel with the older econo- 
mists. It seemed to them that the earliest writers on political economy 
never realized the relatively transient nature of the social organism 
which they were studying. This was possibly because they were 
conservative by instinct and had the interest of the bourgeois at heart. 
They always taught, and they fully believed it, that private property 
and proletarianism were permanent features of the modem world, and 
that social organization was for ever destined to remain upon a middle- 
class foundation. They were at least unwilling to recognize that this 
also, like the rest, was simply a historical category, and, like them, also 
was destined to vanish.* 


(4) The Marxian school also differs from every previous socialist 
1 Conception maUnalisIt, p. 91. Sorel says: '‘Marxism u really much more akin to 
the Manchester doctrine than to the Utopian. We mint never forget this." {la 
D/eom/wtlion da Afarxiimt, p. 44 ) 

* "The bourgeoisie, historically, has played a most revolutionary part. . . . The 
bourgeoisie cannot exist without constantly revolutionizing the instruments of produc- 
tion, and thereby the relations of production, and with them the whole relations of 
society. ... All fixed, fast-frozen relations, with their train of ancient and venerable 
prejudices and opinions, are swept away, all new-formed ones become antiquated 
before they can ossify, all that 11 solid melts into air, all that is holy is profaned.” 
(ManifaU, para. 1 .) 
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VTai^in the vulgar seme, it seems to involve the exclusion of every 
noral and every humanitarian consideration. As SchSfJle put it m 
hat oft-quoted phrase of his, it means reducing the social question to 
i “mere question of the belly.” The French socialists find the doctrine 
lomewhat difficult to swallow, and they hardly display the same 
reverence for Marx as is shown in some other countries. 1 

The orthodox Marxians immediately proceed to point out that such 
criticism is useless and shows a complete misunderstanding of Marx s 
position. Materialism in the Marxian sense (and all his terms have a 
Marxian as well as the ordinary significance) does not exclude idealism, 
but it does exclude ideology, which is a different thing. No Marxian 
has ever advocated leaving mankind at the mercy of its economic 
environment; on the contrary, the Marxian builds his faith upon 
evolution, which implies man’s conscious, but not very successful, 
effort to improve his economic surroundings 1 The materialistic 


The word ‘fixe*,’ even when qualified by ‘ipealung generally,' seems a little pro- 
nounced, and Marxism has substituted the term ‘explained/ which is somewhat 
nearer the mark. Labnola says that "it merely represents an attempt to explain 
historical facts in the light of the economic substructure." {Qmttphon matfnalutc, 
p. no.) 

This materialistic conception u developed in a very paradoxical fashion in Loria’t 
la Coiuhtution social,. He showi how all history and every war, whether of Guelph or 
of Chibcllinc, the Reformation and the French RevoluUon, and even the death of 
Christ upon Calvary, rest upon an economic basis In Loria's opinion, however, this 
basal fact u not industrialism, but the various types of land systems. See our chapter 

It would not be correct to regard Marxism as a mere expression of fatalism or 
out-and-out determinism. The Marxian pretends to be, and as a matter of fact he 
really is, a great believer in will-power. Once the workers see where their interests 
really he he would have them move towards that goal with irresistible itrengtli. It 
is not always even necessary to define the end quite clearly before beginning to move. 
"Everything that has happened in history has, of course, been the work of man. but 

only very rarely has it been the result of deliberate choice and well-considered planning 

on his pan " (Labriola, Conctphm moUnolule, p. 133 ) Elsewhere “The successive 

creation of different social environments means the development of man himself." 

[Ibid, pp. 131-132.) 

It would be beyond the scope of (his work to enter into a metaphysical discussion 
of these theories, however much one would like to 

1 See the world of Jauris, socudislti, George Renard, la Rlgtme iociahste, 

Foumiire, L'lndwJut, I’Auimatim, tl I'Etat 
* Labriola, op nt. V andcrvelde (VldiaYwne PlarxuU, in La ftrrur soctalult, February 

1904) says that "upon final analysis it will be found that Marx's whole argument 

rests upon a moral basis, which is that justice requires that every man should get all 
that he produces." 

Ian dry , m a book of lectures delivered by different authors entitled £tudtt tux 
la Philosophu moral, eu X IX SJelt (p. 164), u of an entirely different opinion. He 

thinks that Marx’s moral basis is simply potentiality. In other words, everything that 

has been created in the ordinary course of economic development is moral, everything 

that hat been destroyed is urunoeaL 
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ig society is the histor y of class struggles.’* 1 But although it has always 
u'sted,' it cannot continue for ever. And the great struggle that is /'*" 
ow drawing nigh and which give? us such a tragic interest in the 
hole campaign will be the last. ''The collectivist regime will destroy 
he conditions that breed antagonism, and so will get rid of the classes ( 
Kemselves. Let us note in passing that this prophecy is not without *** ‘ _ 
i strong tinge of that Utopian optimism which the Marxians considered j 7 ( 
ucha weakness in the earlier French socialism. • • 

Sp) A final distinction of Marxism is its purely revolutionary or 
:atastrophic character, which is again unmistakably indicated by its 
adoption of 1 class war’ as its watchword. But we have only to remind 
surselves that the adjective ‘revolutionary’ is applied by the Marxians 
to ordinary middle-class action to realize that the term is employed 
in a somewhat unusual fashion. 

The revolution will result in the subjection of the wealthier classes 
by the working men, but all this will be accomplished, not by having 
recourse to the guillotine or by resorting to street rioting, but in a per- 
fectly peaceful fashion. “'The means may be political and the method 
even within the four corners of the law, for the working classes may 
easily acquire a majority in Parliament, seeing that they already form 
the majority of the electors, especially in those countries that have 
adopted universal suffrage The method may be simply that of 
economic associations of working men taking all economic services 
intolheir own hands * 

The final catastrophe may come in yet another guise, and most 
Marxians seem to centre their hopes upon this last possibility. This 
would take the form of an economic crisis resulting in the complete 
overthrow of the whole capitalist regime — a kind of economic [elo de se . <C- tiu , 
We have already noted the important place which crises hold in the <U f >■ 
Marxian doctrines. ( 1 > • 

VBut if Marxism does not necessarily involve resort to violence, 1 "" 
violent methods are not excluded. Indeed, it considers that some 
measu re_pf jtnigglc, is inevitable before the old social forms can be 

* Mamfisto, par*, i. It u necessary that we should be reminded of the fact ihat(J 
the Saint-Simonians had already emphasized the antagonism by speaking, not of j| 
rich and poor, but of idlers and workers. The differentiation, that u to say, was I 
economic. The Marxian distinction is quite Afferent, for within the category workets | 
the Saint-Si moiuans included bankers and employers. Tor example, who are excluded j 
by the Marxian*. In tome cases the Saint-Simoniam thought they had even belter! 
claims to inclusion than ihe ordinary worker. 

* The first of these mesas, namely, the acquiring of public works by the Slate, u 
spoken of as unified socialism in France, whereas the second, which reins upon direct 
action without the assistance of any politic*! organization, is known as syndicalism 

snd is represented by the Confederation generate du Travail (see p. 481). 
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xonoroists — which go to disprove the Marxian theory, and which may 
se summarized as follows. It may be impossible to deny that the 
lumber of great industries is increasing rapidly and that their power is 
growing even more rapidly than their numbers, but it certainly does 
not seem as if the small proprietors and manufacturers were being 
ousted. Statistics, on the contrary, show that the number of small 
independent manufacturers (the artisans who, according to Marxian 
theory, had begun to disappear as far bach as the fourteenth century) is 
actually increasing. Some new invention, such as photography, cycling, 
or the application of electricity to domestic work, or the revival of an 
industry such as horticulture, gives rise to a crowd of small industries 
and new manufacturers. 

But concentration as yet has scarcely made an appearance even in 
agriculture, and all the efforts of the Marxians to make this industry 
fit in with their theory have proved utterly useless. America as well 
as Europe has been Laid under tribute with a view to supplying figures 
that would prove their contention. The statistics, however, axe so 
confusing that directly opposite conclusions may be drawn from the 
same set of figures. The amount of support which they lend to the 
Marxian contention seems very slight indeed. On the whole they may 
be said to lend colour to the opposite view that the number of businesses 
is at least keeping pace with the growth of population. Were this to 
be definitely verified it would set a twofold check upon the Marxian 
theory. Not only would it be proved that petitt culture is on the increase, 
but it would also be found that it is on the increase simply because it 
is more productive than ‘ the great industry ’ 

But suppose for the sake of hypothesis that we accept the law of 
concentration as proved. That in itself is not enough to justify the 
Marxian doctrine. To do this statistics proving an increasing concen- 
tration of property in the hands of fewer individuals are also necessary; 
but in this case the testimony of the figures is all in the opposite direc- 
tion. We must not be deceived by the appearance of that remarkable 
species the American millionaire. There are men who are richer than 
the richest who ever lived before, but there are also more men who are 
fairly rich than ever was the case before. The number of men who 
make a fortune — not a very great one, perhaps, but a moderate-sized 
or even a small one— is constantly growing. Joint-stock companies, 
which according to the Marxian view afforded striking evidence'of 
the correctness of his thesis, have, on the contrary, resulted in the 
distribution of property between a greater number of people, which 
proves that the concentration of industry and the centralization of 
property are two different things. Or take the wonderful development 
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apply to tVie case of wealthy landowners and manufacturers on a large 
scale— to those who employ salaried persons. But the property of the 
man who U supporting himself with ihe labour of his own hands will 
always be respected. The Marxians defend themselves from the 
reproach of self-contradiction and opportunism by stating that their 
action is strictly in accordance with the process of evolution. You 
begin by expropriating those industries that have arrived at Ihe 
capitalistic and wage-earning stage. The criterion must be the presence 
or otherwise of a surplus value. 

The conclusion is logical enough, but one would like to know what 
is going to become of the smalt independent proprietor. Will he be 
allowed to grow and develop alongside of the one great proprietor — 
the Slate? We can hardly imagine the two systems coexisting and 
hopelessly intermingled, as they would have to be, but still with 
freedom for the individual to choose between them The collectivists 
have at any rate made no attempt to disguise the fact. They look 
upon it merely as a temporary concession to the cowardice of the 
small proprietor, who will presently willingly abandon his own miser- 
able bit of property in order to share in the benefits of the new regime, 
or who will at any rate be put out of the running by its economic 
superiority. But since the prospects do not teem very attractive to 
these immediately concerned, it may be as well to dispense with any 
further consideration of the subject. 

But there is another question. What has become of the class struggle 
in Neo-Marxism? The doctrine, though not altogether denied, is no 
longer presented as a deadly duel between two classes and only two, 
but as a kind of confused miUe involving a great number of classes, 
which makes the issue of the conflict very uncertain. The picture of 
society as consisting merely of two superimposed layers is dismissed 
as being altogether too elementary. On the contrary, what we find is 
increasing differentiation even within the capitalist class itself. There 
is a perpetual conflict going on between borrower and lender, between 
manufacturer and merchant, between trader and landlord, the last 
of which struggles is especially prominent in the annals of politics. 
It has a long history, but in modern times it has taken the form of a 
political battle between the Conservative and liberal parties. 

These undercurrents complicate matters a great deal, and on occa- 
sion they have a way of dramatically merging with the main current, 
.when both parties seek the help of the proletariat. In England, for 
example, the manufacturers succeeded in .repealing the Corn Laws, 
which dealt a hard blow at the landed proprietors, who in turn passed 
laws regulating the conditions of labour in mines and factories. In 
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fessed disciples found a fresh opportunity of reviving its ideals and of 
justifying its aims in a new movement of a pre-eminently working- 
class character known as Syndicalism. 

Our concern is not with the reformist movement, occasionally 
spoken of as Trade Unionism, which constitutes the special province 
of M.^Bemstein and the Neo-Marxians of his school, 1 but rather with 
militant syndicalism, which as yet scarcely exists anywhere except in 
France and Italy, and which in France is represented by the Con- 
federation g^ndrale du Travail. 

What connexion is there between Marxism and syndicalism? Of 
conscious, deliberate relationship there is scarcely any. The men who 
direct the Confederation have never read Marx, possibly, and would 
hardly concern themselves with the application of his doctrines. On 
the other hand, we have been told by Sorel that the programme of 
the Confederation gcnifrale du Travail (C.G.T.) is in strict conformity 
with the Marxian doctrine; that since the reforming passion has so 
seized hold of the Neo-Marxians as to drive them to undermine the 
older doctrine altogether, it is necessary to turn to the new school to 
find the pure doctrine. They make the further claim of having aroused 
new enthusiasm for the Marxian doctrines. 

(a) Firstly, Georges Sorel and his followers have re-emphasized the 
essentially proletarian character of socialism. Not only is there to be 
no dealing with capitalist or tnlrepmtur, but no quarter is to be given to 
intellectuals or politicians. The professional labour syndicate is to 
exclude every one who is not a workman, and it has no interest at heart 
other than that of the working class.* Contempt for intellectualism 
is a feature of Marxism, and so is the emphasis laid upon the beauty and 
worth of labour, not of every kind of labour, but merely of that labour 
| which moulds or transforms matter— that is, of purely manual labour. \ 

No institution seems better fitted to develop class feeling — that is, 

1 This point of view b very neatly expressed in »n ankle of M. Berth's (Afowymmi 
uaalult, M»y 1908, p. 393): "From * purely negative or critical point of view we 
agree with Bernstein rather than the orthodox Kautsky. But what doer Bernstein 
propore to substitute for the revolutionary ideal— impracticable as it was — of the 
German Social Democratic party? The alternative offered is a simple democrstic, 
reformist evolution, a political or economic development which would just be a pale 
imitation of the bourgeois Liberal regime, which it is hoped would result in the 
emancipation of the workers by getting rid of bourgeois Liberahim altogether. The 
complete demorratixatioo of pointer and economics would, it is hoped, effect the 
necessary improvement. On this point we syndicalists must definitely part company 
with ilerortcin and his tmfrnti, for what we want a not a mere evolution, but a 
revolutionary creation of new social forms.** 

1 "An organisation cf producers who wi 3 be able to manage their own affairs 
without having recourse to the superior knowledge wtuch the typical bourgeois is 
tuppowd to possess." (Sorel, fUvw^u.rVw. da.tfarsunr. pp fitwfit,) 
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1 Thia point of view ii very neatly expressed in an article of M Berth'a [Mnatmnl 
MittuU, May 1908, p. 393I: “From a purely negative or nine*! point of view we 
•Sire with Brrmtein rather than the orthodox Kautaly But what doet Bemnein 
propose to aubatitute for the revolutionary adeal — impracticable at it waa — of the 
German Social Democratic part) ’ The alternative offered b a umple democratic, 
reformist evolution, a political or economic development which would put be a pale 
Imitation of the bourgeon Liberal regime, which 11 u hope,! would mult in the 
emancipation of the worlcrt by getting nd of bourgeois Liber alum altogether The 
complete drmocratuation cl polioca and economics would, it ii hoped, effect the 
necettary improvement. On thii point we ayndiealhts mint definitely part company 
with BectKitm and hia tv/')’”, lor what we want ii not a mere evcJution, but a 
revolutionary creation of new aortal forma. - ' 

•“An cry inuatinn of peoduren who will he aide in manage their own affairs 
without having recourse to the superior knowledge which the tvpirsl bourgroi* it 
anpp.«w,t In poaaexa." (Sorel. DAa-pw/fa^ J, A/erruiv, pp 6o-«t,'i 
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THE MARXIAN CRISIS AND THE NEO-MARXIANS 483 
fighting spirit must be kept up, not with a view to the intensification 
of class hatred, but simply in order to hand on the torch. 

The struggle has hitherto been the one concern of the revolutionary 
syndicalists. Unlike the socialists, they have never paid any attention 
either to labour or to social organization. All this has, fortunately, 
been done by the capitalist, and all that is required now is simply to 
remove him. 1 

(e) Nor has the catastrophic thesis been forgotten. This time it has 
been revived, not in the form of a financial crisis, but in the guise of a 
general strike. What will all the bourgeois generalship, all the artillery 
of the middle class, avail in a struggle of that kind? What is to be 
done when the worker just folds his arms and instantly brings all 
social life to a standstill, thus proving that labour is really the creator 
of all wealth? And although one may be very sceptical as to the 
possibility of a general strike — the scepticism is one that is fully shared 
in by the syndicalists themselves — still this “myth,” as Sorel calls it, 
must give a very powerful stimulus to action, just as the Christians of 
the early centuries displayed wonderful activity in view of their 
expectation of the second coming of Christ. 

The word ‘myth’ has been a great success, not so much among 
working men, to whom it means nothing at all, but among the intel- 
lectuals. It is very amusing to think that this exclusively working- 
class socialism, which is not merely anti-capitalist, but also violently 
anti-intellectual, and which is to “treat the advances of the bourgeoisie 
with undisguised brutality," is the work of a small group of ’ intel- 
lectuals ’ possessed of remarkable subtlety, and even claiming kinship 
with Bergsonian philosophy.* A myth, perhaps! But what difference 
is there between being under the dominion of a myth and following in 
the wake of a star such as guided the wise men of the East, or being 
led by a pillar of flame or a cloud such as went before the Israelites 
on their pilgrimage towards the Promised Land?* Such faith and hope 

1 “One no longer thinks rf drawing up 1 scheme which shall determine the way 
In which people in the future are to »eek their own well-being. The problem now b 
how so complete the revolutionary education of the proletarian." (Sorel, DSatnptn- 
**•" it Marxian*. introduction, p. J7 ) 

* Thit group was repreaented by the review called U Afasevaml mnthip, which wai 
controlled try ht Lagardclle Sorel withdrew from the group and at the end of hu life 
was leading a campaign in favour of Catholic oatmnahxm. 

The Eirrature cf syndicalism b very eatennve We have already men boned M. Guy 
Crand'a La HOrnfAu pnSttlxtU 

* B/jUtitmi nr U Iwlmn, p. me We not note, however, that Sorel protean 
sgnnat any confusion being made between the myth aa he understand* it and Utopian 
•oclalbm. The myth b obviously superior in tbe fact that it cannot be refilled, 
•eetng that it fa merely the repression of a conviction. Sec pp. are and *18 of the 



century, such a 'conception of progress which swells its followers with 
a generous, almost heroic passion, puts us out of touch with the 
historic materialism so dear to the heart of Marx and brings us into 
line with the earlier Utopian socialists whom he so genuinely despised. 
Sore! recognizes this. “You rarely meet with a pure myth,” says he, 
“without some admixture of Utopianism.” 



Book V: Reconstruction of Doctrines at the 
End of the Nineteenth Century and Birth 
of Social Doctrines 

The forty years of almost uninterrupted peace in Europe following 
the FranCO-German War were marked in the history of doctnnes by a 
great reconstruction both of economic theory and of social doctrines. 

In the realm of theory there was a veritable revolution in methods 
and conceptions. At the very moment when historians and State 
Socialists were proclaiming their contempt for all abstract speculation 
a brilliant attempt was being made in France, in England, and in 
Austria to establish economic theory on new foundations. Three 
grea t names stand out pre-eminently: Walras in France, Menger in 
Austria, and Jcvons in England. By concentrating on the concept of 
utility, too much neglected since the days of Condillac, and following 
Cournot in their use of mathematics, these writers replaced the too 
elementary simplifications of the classical school by the concepts of 
economic equilibrium and mutual dependence of prices. These ideas, 
developed later in Italy, Austria, the United States, and England by 
economists like Pareto, Marshall, Edgeworth, Bdhm-Bawerk, and 
Fisher, gradually won their way to recognition, though not without 
somewhat prolonged resistance in Germany and France. They led 
to original research in all directions, and ended by dominating econo- 
mic thought and teaching in the principal countries of the world. 
Those who initiated them became the real ‘classics' for later genera- 
tions of economists, and their prestige definitely eclipsed that of 
Ricardo and Mill. 

At the samotime there was taking place a reconstruction of social 
doctrines. Throughout this period, of course, the number of adherents 
of State Socialism and Marxism continued to increase, but a reaction 
showed itself in several directions against the two fundamental ideas 
that inspired both these doctrines: the class war in the one case and 
tiatisme in the other. While they both sought a solution of the prob- 
lems raised by the claims of the working classes, some doctrines pro- 
claimed, in opposition to the Marxian class conflict, the principle of 
class union, wliile others demanded a measure of freedom from all 
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RECONSTRUCTION OF DOCTRINES 4®7 

of any one particular agent. They result from the dynamic tendency 
inherent in all societies, whereas the theory of equilibrium implies a 
static society. By being continually created anew they introduce 
variety and change into an economic system that pure theory regards 
as tending to stability and uniformity. 

Could not part at least of these incomes be restored to society, so 
that society, which is their real author, should also benefit by them* 
The reply to this question is given in systems of land nationalization 
and those still wider plans which aim at confiscating all incomes 
analogous to rent. This was a strange attempt at reconciling liberalism 
with socialism and establishing a more equitable distribution of in- 
comes without restricting freedom and competition among entrepreneurs. 

The doctrine that opposed these attempts at reconciliation was 
entirely different. In opposition to the authoritarian trend of socialism 
it carried to their extreme limits the liberal tendencies that emerged 
from the French Revolution, and gave expression to the old revolu- 
tionary and individualist spirit that was always active, especially in 
the Latin countries. A strange rebirth of liberalism was apparent at 
this time among the working classes, but it was undoubtedly quite a 
different liberalism from that of its founders. It was harsher in its 
mode of expression, and Smith and Bastiat would certainly have 
repudiated it. So to avoid confusion with the older liberal doctrine 
it was called “libertarian.” But for all that it is none the less genuine: 
it is anarchism. This libertarian, or anarchist, tendency, already per- 
ceptible in the International, eventually obtained an ever clearer 
ascendancy over the working classes and left its mark on the syndi- 
calist movement in France and Italy. At the same rime a kind or 
philosophical and moral anarchism appeared among middle-class 
writers and seemed to presage a rebirth of individualism. 

Such, then, arc the principal doctrinal currents which, under the 
favourable influence of the prolonged peace that followed the Franco- 
German War, showed the trend of thought among writers who were 
interested particularly in social reform. Almost all of them had their 
roots in writers of earlier periods, but their full brilliance and pene- 
trating power belong to the period we have now to examine It was 
not till a yet later period — after the First World War — that men 
returned with new ardour to the great problems ol production and 
exchange that had engrossed the attention of the ‘founders ■ And it 
was to the impoverishment caused by so prolonged a conflict, as in 
the earlier period after the Napoleonic Wars, that these problems 
owed all their importance. 
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ntVDO*RSSA>»*ANCE Of 1 THE CLASSICAL SCHOOL 489 
Hence the name Hedonists, by which we have chosen to designate 
these two schools. 

The elimination of all motives affecting human action except one 
does not imply any desire on the part of these waiters to deny the 
existence of others. They simply lay claim to the right of abstraction, 
without which no exact science could ever be constituted. In other 
words, they demand the right of eliminating from the field of research 
every element other than the one which they wish to examine. The 
study of the other motives belongs to the province of other social 
sciences. The hmo er onomiais of the Classical which has been the 
object of so much derision has been replaced on its pedestal. But it 
has in the meantime undergone such a process or simplification that 
it is scarcely better than a mere abstraction Men are again to be 
treated as forces and represented by curves or figures as in treatises 
on mechanics. The object of the study is to determine the interaction 
of men among themselves, and their reaction upon the external world. 

We shall also find that the new schools arrive at an almost identical 
conclusion with the old, namely, that absolutely free competition 
alone gives the maximum of satisfaction to everybody. Allowing for 
the differences in their respective points of view, to which wc shall 
refer later on, what is this but simply a revival of the great Classical 
tradition? 

Little wonder, then, that we find a good deal of sympathy shown for 
the old Classical school. Indeed, it is throughout regarded with almost 
filial piety. 1 

This does not mean that the Classical doctrine is treated as being 
wholly beyond reproach, although it does mean that the new school 
could scarcely accuse it of being in error, seeing that it comes to simi- 
lar conclusions itself. But what it does lay to the charge of the older 
writers is a failure to prove what they assumed to be true and a tendency 
to be satisfied with a process of reasoning which too often meant 
wandering round in a hopeless circle. Especially was this the case 
with their study of causal relations, forgetting that as often as not 
cause was effect and effect cause. The attempt to determine which is 
cause and which effect is clearly futile, and the science must rest 
content with the discovery of uniformities cither of sequence or of 
coexistence. 

This applies especially to the three great laws which form the frame 
work of economic science, namely, the law of demand and supply, the 

1 “The error* or the Classical school *re, so to speak, the ordinary diseases of the 
childhood of every science * (Bdhm-Bawerk, The Austrian Economists , m Annals of the 
American Academy of Political and Social Science, January 1891) 
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j>**UDO-R*NAIi*AWCE OF THE CLASSICAL ICHOOl 491 
menta. In other words, the second law is just as fallible ns the first. 
It is obviously imperative that the vain quest for causa] relations 
should be abandoned and that economists should be content with the 
statement that between cost of production and price there exists a 
kind of equilibrating action m virtue not of any mysterious solidarity 
which subsists between them, but because the mere absence of equili- 
brium due either to a diminution or an increase in the quantity of 
product* immediately sets up forces which tend to bring it back to a 
position of equilibrium. This interdependent relation, which is 
extremely important in itself and upon which the Hedonists lay great 
store, is simply one example taken from among many where the value 
of one thing is just a function of another. 

Similar criticism applies to the law of distribution, to the Classical 
doctrine of wages, interest, and rent. The way the Classical writers 
treated of these questions was extraordinarily naive. Take the 
question of rent. You just subtract from the total value of the product 
wages, interest, and profit, and you are left with rent Or take the 
question of profit. In this case you will have to subtract rent, if there 
is any, then wages and interest, the other component elements, and 
what remains is profit. Bohm-Bawerk wittily remarks that the saying 
that wages are determined by the product of labour apparently only 
amounts to this— that what remains (if any) after the other co-operators 
have had their share is wages. Each co-partner in turn becomes a 
residual claimant, and the amount of the residuum is determined by 
assuming that we already know the share of the other claimants! 1 

The new school refuses any longer to pay honour to this ancient 
trinity. It is impossible to treat each factor separately because of the 
intimate connexion between them, and their productive work, as the 
Hidonists point out, must necessarily be complementary. In any case, 
before we can determine the relative shares of each we must be certain 
that our unknown x is not reckoned among the known. This naturally 
leads them on to the realm of mathematical formula; and equations. 

All the Hedonists, however, do not employ mathematics. The 
Psychological school, especially the Austrian section of it, seems to 
think that little can be gained by the employment of mathematical 
formula. Some of the Mathematical economists, on the other hand, 
are equally convinced of the futility of psychology, especially of the 

1 Let P ~ value of product and x, j, t represent wages, interest, and rent respectively 
then * + j + < e. p, w hkh it insoluble. 

Nor does it seem much more hooeful when written OUT tW 
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popular sense of something beneficial. All that it connotes is ability 
to satisfy some human want, be that want reasonable, ridiculous, or 
tepiohatory. Bread, diamonds, and opium are all equally useful in 
this sense. 1 

Nor must wc fall into the opposite error of thinking of it as the 
utility of things in general. Rather is it the utility of a particular unit 
of some specific commodity relative to the demand of some individual 
for that commodity, whether the individual in question be producer 
or consumer. It is not a question of bread in general, but of the 
number of loaves. To speak of the utility of bread in general is absurd, 
and, moreoever, there is no means of measuring it. What is interesting 
to me b the amount of bread which I watit. This simple change in 
the general point of view has effectively got rid of all the ambiguities 
under which the Classical school laboured.* 

j. The first problem that suggests itself in this connexion is this: 
Why b the idea of value inseparable from that of scarcity? Simply 
because the utility of each unit depends upon the intensity of the 
immediate need_ that requires satisfaction, and this intensity itself 
depends upon the quantity already possessed, for it is a law of physiology 
as well as of psychology that every need b limited by nature and grows 
less as the amount possessed increases, until a point zero b reached. 
*Ihls point b called the point ^of.jatiety, and beyond it the degree of 
utility becomes negative and desire' b transformed into repulsion.* 
Hence the first condition of utility b limitation of supply. 

So long as people held to the idea of utility in general it was im- 
possible to discover any necessary connexion between utility and 
scarcity. It was easy enough to see that an explanation that was not 

. 1 To escape the confusion which would result from employing the same term in two 

»utb very different senses — a confusion that is inevitable however one may try to 
avoid it — Pareto has substituted the word 'ophelimity, 1 and Gide in his PrinctfUi 
(1883) 'desirability ' 

• * “The idea of final utility is the ‘open sesame,’ the key to the most complicated 

phenomena of economic life, affording a solution of its most difficult problems." 
(Bohm-BawerV, T7u Austrian Economists, in Annofs of the American Atadimy of Pclilimt 
mi Social Sami, 1891.) 

* Condillac had already drawn attention to this fact (see p. 65), and Buffon had 
noted it even before that. “The poor man's coin which goes to pay for the necessaries 
of life and the last coin that goes to fill the financier's purse are in the opinion of the 
mathematician two units of the same order, hut to the moralist the one is worth a 
louis, the other not a cent" (£tsu £ Ari&sniBqut morale ) 

The connexion between quantity and demand is best expressed by means of a 
curve either of utility or of demand (see p. 50a). Along the horizontal line let the 
figures 1. 1, 3, 4 denote the quantities consumed, and from each of these points draw 

a vertical line to denote the intensity of demand for each of these quantities. The 

height of the ordinate decreases more or lest rapidly as the quantity increases; until 
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Another question that requires answering is this: How b it that 
there is only one price for goods of the same quality in the same market? 
Once it is clearly grasped that the utility spoken of is the utility of 
each separate unit for each separate individual it will be realized that 
there must be as many different utilities as there are units, for each of 
them satisfies a different need. But if this is the case, why does a 
person who is famishing not pay a much higher price for a loaf than 
a wealthy person who has very little need for it? or, why do I not pay 
more when I am hungry than when I am not’ The reason b that it 
would be absurd to imagine that goods which .are nearly identical and 
even interchangeable should have different exchange values on the 
same market and especially for the same person. This law of in- 
difference, 1 as it b called, b derived from another law to which the 
Psychological school rightly attaches great importance, and which 
constitutes one of its most precious contributions to the study of 


point of intersection marks the place where the utilities of the two exchanged handfuls 
are exactly equal. 

We must be careful not to confuse matters, however It is not suggested that the 
final utilities in the case of the two co-exchangen are equal There is no common 
measure by which the desires of different persons can be compared, and no bridge 
from one to the other What is implied is that the final utility of both commodities 
for the Sams perm are the same The balance lies between two preferences of the same 
individual The actual market exchange u just the resultant or all these virtual 
exchanges. 

The Austrian school in its explanation makes use of a hypothesis known as the 
double limit, which does not seem to be absolutely indispensable, seeing that other 
economists of the same school — Walras, for example— appear to get on well enough 
without It. They seem to think of buyers and sellers drawn up in two rows facing 
one another Every one of the sellers attributes to the object which he possesses and 
which he wants so sell a certain utility different from hit neighbour's Each buyer 
in the same way attributes to that object which he desires to buy a degree of utility 
which is different from that which his neighbour puls upon it The first exchange, 
which will probably have the effect of fixing the price for all the other buyers and 
sellers, will take place between the buyer who attributes the greatest utility to the 
commodity he has to sell, and who u therefore least compelled to sell, and the buyer 
who attributes the least utility to the commodity he wishes to buy and who is there- 
fore least tempted to buy At first sight it seems impossible that the party as a whole 
should be bound by the action of the two individuals who show the least inclination 

to tome to terms. Tl would be more natural to expect the first move to take place 

lietween die seller who is forced to sell and because of his urgency is content with a 
price of tot. per bushel, say, and the buver who fccli the strongest desire to buy and 
who, rather than go without, would be willing to give 30s. for it. But upon considera- 
tion 11 will be found that the price is indeterminate just because these two are ready to 
treat at any price The most impatient individual will surely wait to see what terms 

one another should be the first to come together. Thsse two co-exchangises who 

control the market are known as the "limiting couple." 

1 It was Stanley Jevons who gave it this expressive name It is meant to imply that 

if two objects which fulfil very different needs, perhaps, can be interchanged, they 

cannot have very different values. 
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another of a similar character, the similarity in this case being simply 
the result of a certain transformation of the raw material. The law of 
substitution is operative here, and the reason why cost of production 
regulates value is that the cost of production at any moment represents 
the last interchangeable value. 

The same is true of consumption, as we can see if we only watch the 
way in which each of us distributes his purchases and arranges his 
expenditure. There is evident everywhere an attempt to get th e best 
out oflifc — to get all the enjoyment which our different incomes "may 
be made" to yield; here spending more on. house-room and less on food, 
there curtailing on amusement and extending on charity, until a 
rough kind of equilibrium is reached where the final utility of the last 
exchanged objects— or, if another phrase be preferred, the intensities 
of the last satisfied needs-— are equal. If the coin spent in purchasing 
the last cigar does not yield the same pleasure as the same coin yields 
when spent on a newspaper, the newspaper will in future probably 
take the place of the cigar. Consumption seems really to be a kind 
of exchange, with conscience for mart and desires as buyers and 
sellers 1 

Nor is the realm of distribution even beyond the reach of the utility 
theory. Its application to the problems of interest, wages, and rent 
is largely the work of American economists, especially of J. B. Clark. 
It b quite impossible for us to give an exposition of the subtle analyses 
in which the quarterly reviews of the American universities take such 
a delight, and which undoubtedly afford a very welcome relaxation 
in an atmosphere so charged with pragmatism and realism. But we 
must just glance at the theory of wages. Wages, like other values, must 
be determined by final utility. But the final utility of what, and for 
whom? The final utility of the services which the worker renders to 

1 The new «chool deduces a very curious conclusion from this law of indifference 
Although there is only one pnee for all com buyers, say, the final utility of Ihc com 
for each individual is by no means the same. Let us assume that the price is 2 or., 
but one of the buyers, rather than go without, would possibly have given ly for it 

and others might have been willing to give *45., 23s , aar., etc Every one of those 

who tx hjpothesi only pay a of. gains a surplus which Professor Marshall has called 
consumer’s rent {PmuipUs, Book III, chapter vi) He has given it that name in order 
to facilitate comparison wilh producer’s rent, which had gained notoriety long before 
the Hedonistic school arose. Both are due to similar causes, namely, the existence of 
differential advantages which give rue to a substantial margin between the selling 
price and the cost of production 

Really, however, the similarity is simply a matter of words, because consumer'* 

^^kTbTbe^ ,ub ^' C,ive ' u bercas producer’* rent u a marketable commodity. It 

because the prices are equal the satisfaction given to different persons is neces- 

sarily equal. 
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III: THE MATHEMATICAL SCHOOL 1 
The Mathematical school is distinguished Tor its attachment to the 
study of exchange, from which it proposes to deduce the whole of 
political economy. Its method is based upon the fact that every ex- 
change may be represented as an equation, A = B, which expresses 
the relation between the quantities exchanged. Thus the first step 
plunges us into mathematics. 

However true this may be, the application of the method must 
necessarily be very limited if it is always to be confined to exchange. 

1 It must not be supposed that in applying the term ‘achool’ to these writers we 
wish to suggest that they have a common programme. All we mean is that they 
male use of the same method. 

Z?' It it generally recognized that the school dates from the appearance of Courno t. *j_ 
Rtchtrchu tut Its Principts dt la OUoru dtr ruhara {1838). Cournot, 

who was a school inspector, died in 1877, leaving behind him several philosophical 
works which are now considered to be of some importance. The story of his economic 
work affords an illustration of the kind of misfortune which awaits a person who 
Is In advance of his age For several yean not a single copy of the book was sold. 
In 1863 the author tried to overcome the indifference of the public by recasting 
the work and omitting the algebraical formula;. This lime the book was called 
Pnnciptt dt la TUaru da nduiui. In 1876 he published it again in a sull more ele- 
mentary form, and under the Utle of Raw jammaut da Doctrines kommijua, but with 
the tame result. It was only shortly before his death that attention was drawn to the 
merits of the work in a glowing tribute which was paid to him by Stanle y Jevons. 

Gosjen'L book, EalwiJuliiag drt Cattft da mmrMuJun Virkthn, which appeared 
much later (1853), was equally unfortunate. The author remained an obscure civil 
servant all his life, lbs book, of which there is still a copy in the British Museum — 
the only one In eaislence possibly— was sccidentally discovered by Professor Adamson, 
and Stanley Jevons was again the first to reeogniie its merits A brief rCsumC of the 
work will be found in our chapter on Rent. 

Stanley Jevons (died 188a) belongs both to the Mathematical and to the Final 
Utility school. His charming book Ttu Theory tf Political Economy dates from 1871 
Leo n Walras , who is persistently spoken of as a Swiss economist just because he 
happened' lo'spend the greater part of bis life at the University of Lausanne, also 
known as the School of Lausanne, was in reality a Frenchman. Hu EUnsah f Economu 
fohligut putt, of which the first part appeared in 1874. contains a full exposition of 
Mathematical economics. He says himself that he owes hu id css to the teaching of 
his faihCT, Auguste Walras, a school inspector of an independent attitude of mind 
who retired In 1849. lie had published In 1831 a thesis Dt la natun dc la ruhtnt a dt 
~ Vtripnr dt la ttJnn in which he criticized the vagueness of the ideas of the principal 
economists and attributed value to Kant utility This work was republished in 1 938 
by Catton Leduc in a new collection of ihe works of die leading economists (Alcan, 
Paris, 340 pp). Lfon Walras always considered that it was his father who initiated 
him Into political economy and even mathematical economics. The Mathematical 
school to-day has eaponents in every land, and even economists not specifically con- 

nected with it ate in the habit of using algebraical symbols to clarify particularly 
complicated explanations or arguments. France, though rithcr late in entering thu 

field, now has many Mathematical economists- Aupctlt led die way with ha 7 Mont 
dt U nmait, followed by Motet, the translator of Irving Fisher and author of many 
works, and notable contributions have been made by Col-on and his suerrwors, 
Diiisia, Rwff, Anris, Lutfalla, ami Roy 
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of our goods in order to obtain security for all the rest. The rearing 
of children involves the sacrifice of one’s own well-b eing and comfort 
in exchange for the joys of family life and the good opinion of our 
fellow men. 

Itls not impossible, then, to discover among economic facts certain 
relations which are expressible in algebraical formula; or even reducible 
to figures. The art of the Mathematical economist consists in the 
discovery of such relations and in putting them forth in the form of 
equations. 

For example, we know that when the price of a commodity goes up 
the demand for it falls off. Here arc two quantities, one of which is 
a function of the other. 1 Let us see how the law of demand in its 
amended form would express this. 

' If along a horizontal line A B we take a number of fixed points . 
equidistant from one another to represent prices— r, a, 3, 4, 5 . 
10— and from each of these points we draw a vertical line to represent 
the quantity demanded at that pnee, and then join the summits of 
these vertical lines, which are known as the ordinates, we have 
a curve Starting at a fairly high point — representing the lowest 
prices — and gradually descending as the prices rise until it becomes 
merged with the horizontal, at which point the demand becomes 
nil,* 

What is very interesting is that the curve is different for different 
products. In some cases the curve is gentle, in others abrupt, accord- 
ing as the demand, as Marshall puts it, has a greater or lesser degree 
of elasticity. Every commodity has, so to speak, its own characteristic 

1 If demand be represented by i and puce by p, then d — f[p) — i.e , demand is a 
function of price. 

Geometrical figures can always take the place of equations, for every equation can 
be expressed in the form of a curve. Geometrical representation makes a quicker 
appeal to the eye, and it is extremely useful where people are not conversant with 
the calculus which is frequently employed by Cournot and other Mathematical 
writers. But it is hardly as fruitful, for a geometrical figure can only trace the relation 
between two quantities, one of which is fixed and the other is variable, or between 
three at most, when two would be variable. Even in this case recourse would be 
necessary to projections, and the figures in that case would not be very clear. In the 
case of algebraical formulae, on the other hand, we can have as much variation as we 
like provided we have as many equations as there are variables. 

* Dupuit, the engineer, was the first to make use of a demand curve. Cournot, 
who refers to it as the law of tale, gives an admirable illustration of its operation in 
the case of bottles of medicinal waters of wonderful curative power. At a very low 
price the demand and consequently the sale would be very great, though not infinite 
because of the limit which exists for each want. At a very high price 11 would be ml. 
Between the two extremes would be several intermediate curves We cannot deal 
with all the ingenious deductions which Cournot makes concerning monopoly and 
the greater or lesser discord between monopoly and the general interest- 
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But it is not quite correct to regard it as merely the inverse of the 
demand curve. A supply curve is really a much more complicated 
affair, because supply itself depends upon cost of production, and there 
are some kinds of production — agriculture, for example — where the 
cost of production increases much more rapidly than the quantity 
produced. In industry, on the Other hand, the cost of production 
decreases as the quantity produced increases. 

Mathematical political economy, not content with seeking relations 
of mutual dependence between isolated facts, claims to be able to 
embrace the whole field within its comprehensive formula:. Every- 
thing seems to be in a state of equilibrium, and any attempt to upset 
it is immediately corrected by a tendency to re-establish it. 1 To deter- 
mine the conditions of equilibrium is the one object of pure economics. 

The most remarkable attempt at systematization of this kind was 
made by Professor Walras, who endeavoured to bring every aspect of 
the economic world within his formula, a task almost as formidable as 
that attempted by Laplace in his M/canique cfleste. * 

Let us imagine the whole of society included within one single 
room, say the London Stock Exchange, which is full of the tumult of 
those who have come to buy and sell, and who keep shouting their 
prices. In the centre, occupying the place usually taken up by the 
market, sits the entrepreneur, a merchant or manufacturer or an agri- 
culturist, as the case may be, who performs a double function. 

On the one hand he buys from producers, whether rural or urban, 
landlords, capitalists, or workers, what Walras calls their “ productive 
services,” that is, the fertility of their lands, the productivity of their 
capital or their labour Force, and by paying them the price fixed by the 
laws of exchange he determines the revenue of each; to the proprietor 
he pays a rent, to the capitalist interest, to the workman wages. But 


of these, of the ordinates and the abscise. This is true of the point a, for example, 
where the perpendicular denotes the price (1) and the other line the number of units 
sold, in this case VI. 

the abscise quantities, the reverse notation would work equally well 
1 Mathematical economics also studies other forms of equilibrium which are much 
more complicated and not quite so important, perhaps, relating as they do to condi- 
tions of unstable equilibrium 

• Note Pareto's terms of appreciation {£mwntit pura, 1901, p j i): “Walras waa the 
first to show the importance of these equations, especially in the case of free competi- 
tion, This capital discovery entitles him to all the praise that we can give him. The 
science has developed a good deal since then, and will undoubtedly develop still 
more in the future, but that will not take away from the importance of Walras's 

discovery. Astronomy has progressed very considerably since Newton published his 

Priiur^ia, but far from detracting from the merits of the earlier work it bas rather 

enhanced its reputation." 
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\V C have two markets in juxtaposition,* the one for services and the 
other for products, and in each of them prices are determined by the 
same laws, which are three in number: 

(a) On the same market there can be only one price for the same 
class of goods. 

(4) This price must be such that the quantity offered and the 
quantity demanded shall exactly coincide. 

(r) TTie price must be such as -will give maximum satisfaction to the 
maximum number of buyers and sellers. 

All these laws are mathematical in character and involve problems 
of equilibrium. 

In some such way would the new school reduce the science of 
economics to a sort of mechanism of exchange, basing its justification 
upon the contention that the Hedonistic principle of obtaining the 
maximum of satisfaction at the minimum of discomfort is a purely 
mechanical principle, which in other connexions is known as the 
principle of least resistance or the law of conservation of energy. 
Every individual is regarded simply as the slave of self-interest, just as 
the billiard-ball is of the cue. It is the delight of every economist as 
of every good billiard-player to study the complicated figures which 
result from the collision of the balls with one another or with the 
cushion.* 

* A full exposition of Walras's system involves the supposition not only of two but 
of three markets interwoven together. On the actual market where goods are ex- 
changed the quantity of these commodities depends upon the quantity of productive 
services, land, capital, and labour, and the quantity or these productive services, at 
least the quantity of capital, depends to a certain extent upon the creation of new 
capita], winch in turn depends upon the amount of saving The third market, then, 
is that of capitalization. Since the new capital can only be paid for out of savings — 
ts , out of that part of the revenue which has been employed in other ways than in 
buying consumable commodities — the price of capital must be such as to equal the 
quanuty saved and the quantity of new capita] demanded. If saving exceeds the 
demand the price will fall, etc. 

To say that the price of capital has gone up is to aay that the rate of interest or the 
reward of saving has fallen. But a fall in the rate of interest will check saving The 
, result will be a change of equilibrium, the pnee of new capita! will foil, he rate of 



mrnt of the celestial bodies. ... In both cases the whole science may be reprmmied 
by a formula consisting of only two lines. Such a formula wsO include a great number 
of facts." (Walras, fomm gwhayw ywt. p. ) 

f'rofessne Edgeworth employs a similar comparison, speaking 0/ the economic 
man as a charioteer and of aooal science as comuting of a rharaot and some such 
charioteer (dfitbaiHiil fp*a, p. »j). •“Mftcansque Sodale’ may cor day take 


m vtaca 1-*>C CsHcrem elements combine in production. Jevora con- 
parrs porf'Jctwa to the infernal mixture which was boiled ia tie-' 
cauldron by the witches in Macbtlh. But the ingredients are rot 
mixed haphazard, and Pareto thinks that they conform to a law atui> 
gom to the law known in chemistry as the law of definite proporthss. 
which determines that molecules shall combine in certain proportion 
only. The combination of the productive factors is perhaps not quite 
so rigidly fixed as is the proportion of hydrogen and oxygen which 
goes to form water. Similar results, for example, may be obtained bt 
employing more hand labour and less capital, or more capita! and 
less hand labour. But there must be some certain proportion which 
will yield a maximum utility, and this maximum is obtainable in 
precisely the same way as in other cases of equilibrium— that is, by 
varying the ‘doses’ of capital and labour until the final utility in thf 
case both of capital and labour becomes equal. Generally ipejh'tf. 
this is the law that puts a limit to the indefinite expansion of industry, 
for whenever one element runs short, be it land or capital, labour or 
managing ability or markets, all the others are directly affect™ 
Adversely and the undertaking as a whole becomes more difficult if 
less effective. Pareto rightly enough attaches the greatest importance w 
this law, and we have only to remember that it is the direct antithesis « 
the famous law of accumulation of capital to realize its full ligni/icame 
There are several other cases of interdependence to which the Be* 
school las drawn attention, as, for example, that of certain 
mentary goods whose values cannot vary indepenefenf/y. What It <■ 
use of one glove or one stocking without another, of a motor* 1 
without petrol, of a table service without glasses? Not only i» this tn# 
of consumption goods; it also applies to production good*. The vi ^ 
of cole is necessarily connected with the value of gas, for ymi r.iftv 
produce the one without the other, and this applies to all byjirnl'*' 

The possibility of utilizing a by-product always lowers the price < 1 
tiuln wmitvlity. 


IV; CRITICISM OF THE HEDONISTIC DOCTRINES 

The triumph of the new doctrines ha* been by no means umvr ^ ( , 
July, a o.| Germany, and even the United St arrs, " 
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would least expect enthusiasm for abstract speculation, have supplied 
many disciples, and several professorial chairs and learned reviews 
have been placed at their disposal. During many years France seemed 
altogether closed to them. Not only was Walras, the doyen of the 
new school, forced to leave France to find in foreign lands a more 
congenial environment for the promulgation of his ideas, but at one 
time it would have been quite impossible to mention a single book 
or a singte course of lectures given either in a university or anywhere 
else in which these doctrines were taught or even criticized. 1 

We might have understood this antipathy more easily if France, like 
Germany, had already been annexed by the Historical school. There 
would have been some truth in a theory of incompatibility of tempers 
under circumstances of that kind. But the great majority of French 
economists were still faithful to the Liberal tradition, and one might 
naturally have expected a hearty welcome for a school that is essentially 
Neo-Classical and pretends nothing more than to give a fuller demon- 
stration of the theories already taught by the old masters.* 

The mere fact, however, that they presumed to draw fresh lessons 
or to deduce new principles from those already formulated by the 
older writers appeared an unwarranted interference with doctrines 


< We have had, of coune, Colson's great book on political economy, which contain* 
a mathematical treatment of demand and ripply and Landry’* exposition of the 
Austrian theory in hi* Manurl Economi/pa We have already referred to Aupetit'i book 
on money. We muat also mention the translations of the Manual of Political Economy 
of Vilfredo Pareto and of Jevons’s Theory of Political Economy Since then the exponent* 
of mathematical economics have become very numerous in France (cf p. 499 a.). 

* Paul Lcroy-Beauheu -was particularly severe upon the Mathematical method. 
"It is a pure delusion and a hollow mockery. It has no scientific foundation and is of 
no practical use. It i* as much a gamble as the scramble for prizes at the table at 
Monte Carlo. . . . The so-called curve of utility or demand is of no earthly use, for 
if the price of wine goes up the consumption of beer or cider will increase, that is alL” 
{TraiU if Economic pohtifia, Vol. I, p. 85; Vol. III, p. 6a.) 

This last criticism is somewhat unexpected, for we have already seen that the 
Hedonists are very far indeed from ignoring the law of substitution If they did not 
actually discover it they immensely amplified it And it is very probable that if there 
had been a contradiction between their doctrines and this law it would not have 
escaped them. Moreover, we note that beer and cider have their demand curves- 


cannot wine have one as well? Having to pass from one to the other does undoubtedly 
complicate matters, and the Mathematical economist frequently finds himself obliged 

juggle^not^with one but with two or three balls. But this is just the kind of diffi- 
culty which is amenable to mathematical treatment — nay, even, perhaps, demands 
* The connexion between ihe values of complementary or supplementary goods is 
one of the problems that has been most thoroughly investigated by the Hedonists. 
See Panuleoni, Economic pura. 

A S"™" 1 , ° f Mathematical economics may be found in an article by Simiand 
entitled £a MlthcuU ptsihoc cn men (conomxqut (Recta it M/laphynqut it it morale, 
by*Bou * r 1 9°®)' ar, 'l a g°°ti reply in La Mdtkoie malh&natique en Iconomu polihqiu. 
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lion and general harmony, its insidious justification of interest, rent, 
and starvation wages— in the name of some imaginary entity which 
they call marginal utility! In short, it looks just like another proof of 
the thesis that the present economic order is the best possible — a proof 
that is all the less welcome seeing that it claims to be scientific and 
mathematically infallible. 

This sort of'criticism is nothing less than caricature. It would be 
futile to deny tliat the new school has undertaken the task of carrying 
on the work of the Classical writers, but what possible harm can there 
be in that? The royal road of science often turns out to be nothing 
better than a very narrow path — but it docs lead somewhere. There 
would be no progress in economic science or in any other if every 
generation were to throw overboard all the work done by its prede- 
cessors. What (lie Hedonistic school has tried to do is to distinguish 
between the good and the bad work of the Classical writers and to 
retain the one while rejecting the other. 

The main object of the equilibrium and final utility theories is not 
to justify the present economic regime, but merely to explain it,* 
which is quite a different matter. But it does happen in this case that 
the explanation justifies thesconclusion that under the conditions of a 
free market the greatest good of the greatest number would naturally 
be secured. The term ‘good,’ however, is used in a purely Hedonistic 
and not in the ethical sense. No attention is paid to the pre-existing 
conditions of the exchange, and none is bestowed upon its possible 
consequences. The old-time bargain between Esau and Jacob, when 
the former sold his birthright for a mere mess of pottage, gave the 
maximum of satisfaction to both, even to Esau, of whom it is related 
that he was at the point of death, and to whom accordingly the 
pottage must have been of infinite value. Even if Jacob had offered 
him a bottle of absinthe instead the result would have been equally 
satisfactory from a Hedonistic standpoint. The theory takes as little 
account of hygiene as it does of morals. 

The Hedonist, by way of amendment, might suggest that Esau 
would have made a better bargain if there had been, not one, but 
several Jacobs offering the pottage, which helps to explain why they 
arc so partial to competition and so strongly opposed to monopoly.* 
No Hedonist would deny that Esau was exploited by Jacob; but, on 

a vfeoeous refutation of this criticism ice two articles by Rist entitled Economia 

arv ^ Ecorurmi* tcimtofique in the Rmu de AMtaphynque tl de morale for July *304 

»nd September 1907 

* J* w® “Su'i perhaps, that the market would have been much more favour- 
able to Esau if Jacob had had more pottage than be could easily have disposed of— a 
»« where even monopoly might offer some advantage to the buyer. 
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class question, 1 as it is sometimes called, but it certainly has A perfect 
right to confine itself to pure economics if it wishes. The other leaders 
of the school, however, have dearly shown that the method followed 
need involve no such approval or acquiescence. Not to mention 
Stanley Jevons, who in his book Social Reform makes a very strong case 
for intervention, we have also Professor Walras, who stands in the 
front rank of agrarian socialists Leaving aside merely utilitarian 
considerations, he points out that in the interest of justice, which, as 
he has been careful to emphasize, involves quite a different point of 
view, he wants to establish a regime of absolutely free competition 
But how is this to be accomplished? Merely by means of laissez-faire, 
as the old liberal school had thought? Not at all. It can only be 
done through the abolition of monopoly of every kind, and land 
monopoly, which is the foundation of every other, must go first. The 
reform advocated in his Heonomu sociale consists of two items, land 
nationalization and the abolition of all taxation. The two items are 
intimately connected because the tents now become the possession of 
the State will take the place of the taxes, and the object of both is the 
same, namely, the extension of free competition by securing to every 
citizen the full produce of his work. Under existing conditions the 
producer is doubly taxed — in the first place by the landowner and 
then by the State.* Moreover, when we remember that the point of 
equilibrium in Walras's system occurs just where the selling price 
exactly coincides with the cost of production — in other words, where 
profit is reduced to zero — we begin to realize how far it is from any- 
thing in the nature of an apology for the present condition of things. 

Vilfredo Pareto, another representative of this school, although 
ultra-individualistic in his opinions and extremely hostile to inter- 
ventionism or solidarity, takes good care not to connect his personal 
opinion with the Hedonistic doctrines. As a matter of fact he thinks 
that, theoretically at least, the maximum of well-being might be 

1 We hive already remarked on this in the case of M. Bohm-Baweck. This is 
ar,t>il.ei raped m -which the Hedonists have shown themselves faithful to the Classical 
tradition. The necessity for separating the art from the science of political economy, 
pure eeonomres from applied, was especially emphasized by Courceile-Seneuil and 
Chetbuliei Pareto put it well when he said that the maximum of ophelim'rty can be 
put in the shape of an equation, but the maximum of justice can not 

* This system, according to Walras, would possess another advantage in that it 
would facilitate the establishment of Cite trade, which is an ideal of the science The 
chief difficulties would thus be avoided, such as unequal import duties and unequal 
degree of fertility. “Free trade bas always involved the absence of duties, and the 
nationalization of land would further reiult its the free movement of capital and 
labour to whatever place might prove most advantageous to them." {la Paix par la 
jui&r small it par It hSrt-ichangt, in Qutslions prahjuts it Legislation aurrilre, Scptember- 
Oetcfcei 
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interested to discover. But it is one thing to know exactly 


of the work is due to a certain unit of capital or a P vcn 

workman, and quite another to know whether workers or 
are being unfairly treated. of iiifft- 

The best proof that the Hedonists are not mere . e Austria 

faire is the general attitude of the leaders. It is true that or )VO riuT 
school has always shown itself quite indifferent to the 

1 “For purposes of demonstration,” rays Pareto, “we have we b** 

of private property. But to assume on the strength of the 
established that a regime of private property gives the maxim _ 

clearly be to beg the question.” _ . (jpedally •* 

* This doctrine is not accepted even by all the Hedonists- \ fmiMl i 
critical in the fourth edition of his £canomu pure. M. A. Landry' pot to fc’ 11 : 

(1904) and Irving Fisher in Tht RaU «/ iwtirtst (1907) have ^ 
it at least to correct it by giving a more subtle analysis of the ^ ^ 

preference for a future income as compared with a present on f~ graces, 
of course, varies according to the fortune of each and other el 


CRITICISM OF THE HEDONISTIC DOCTRINES 513 
We may laugh as much as we like at the homo sconomieus, who is by 
this time little better than a skeleton, but it is the skeleton that has 
helped the science to stand upright and make progress. It has helped 
forward the process from the invertebrate to the vertebrate. 

But admitting that all these doctrines have been definitely proved, 
as the Hedonists claim they have, is the science going to profit as much 
as they thought by it? Somebody has remarked that mathematics is 
a mere mill that grinds whatever is brought to it. The important 
question is, What is the com like? In this case it consists of a mass of 
abstractions — a number of individuals actuated by the same selfish 
motives, alike in what they desire to get and arc willing to give, 1 * the 
assumed ubiquity of capital and labour, facility for substitution, etc. 
It is possible enough that the flour coming from the mill may not prove 
very nutritious. When ground out the result would at any rate be as 
unlike reality as the new society outlined by Fourier, the Saint- 
Simonians, or the anarchists, and its realization quite as improbable, 
unless we presuppose an equally miraculous revolution. The Hedonists 
frankly recognize this, and in this respect they show themselves superior 
to the Classical economists, who when they talk of free competition 
believe that it actually exists.* 

But however sceptical they are about the possibility of ever realizing 
all this, they are somewhat emphatic about the virtues of the new 
method, and they are not exempt, perhaps, from a certain measure of 
dogmatic pride which irresistibly reminds one of the Utopian socialists. 
Could we not, for example, imagine Fourier writing in this strain: 
“What has already been accomplished is as nothing compared with 
what may be discovered” (by the application of the mathematical 
method); 3 or “The new theones concerning cost of production have 
the same fundamental importance in political economy that the 
substitution of the Copernican for the Ptolemaic system has in 
astronomy”?* We have already called attention to the comparison 


1 “It u necessary to apply the law of the variation of intensity of need to each 
separate individual in relation to each one of his needs " (Aupctit, La Momaic, 
P 93 ). 

1 It is only those Hedonists who claim to be able to establish an exact science that 
male use of the mathematical and abstract method to the total exclusion of the 
historical aod biological method Professor Marshall expressly declares himself in 
' ir of the biological method, and would advocate employing diagrams and curves 
' (Ecnamic Jaund, March 1898, p. 50). 

- tarero, c.wmo/i drgh Enmmuft, September 1901. 

* BChm-Bawerk, Tki Antrum Ememuts, lac tit. On the other hand, one of the 
M - UTuiry ‘ WTi,a: " To ^»y Austrian school is somewhat 
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for their appearance at this juncture. Their primary object was to 
. bear witness to the heresy of socialism, and the nature of the object 
became more and more evident as socialism tended to become more 
materialistic and anti-Christian. It became the Church’s one desire 
to win back souls from the pursuit of this new cult. It was the fear of 
seeing the people — her own people — enrol themselves under the red 
flag of the Anti-Christ that roused her ardour. 1 But to regard it as 
a mere question of worldly rivalry would be childish and misleading. 
Rather must we see in it a reawakening of Christian conscience and 
a searching of heart as to whether the Church herself had not betrayed 
her Christ, and in contemplation of her heavenly had not forgotten 
her earthly mission, which was equally a part of her message; whether 
in repeating the Lord’s Prayer for the coming of the Kingdom and 
the giving of daily bread she had forgotten that the Kingdom was to 
be established on earth and that the daily bread meant, not charity, 
but the wages of labour. 

Both doctrines and schools are of a most heterogeneous character, 
ranging from authoritative conservatism to almost revolutionary 
anarchism, and it will not be without some effort that we shall include 
them all within the lunits of a single chapter. But it is not impossible 
to point to certain common characteristics, both positive and negative, 
which entitle us to regard them all as members of one family. 

As a negative trait we have their unanimous repudiation of Classical 
liberalism. This does not necessarily imply a disposition to invoke 
State aid, for some of them, as we shall see, are opposed even to the 
idea of a State. Neither does it imply a denial of a ‘ natural order,’ 
for under the name of Providence and as a manifestation of the wall of 
God the ‘order’ was a source of perennial delight to them But man 
was to them an outcast without lot or portion in the 'order ' Fallen 
and sinful, bereft of his freedom, it was impossible that of himself he 
should return to his former state of bliss. To leave the natural man 
alone, to deliver him over to the pursuit of personal interest in the 
hope that it might lead lum to the good or result in the rediscovery 
of the lost way of Paradise, was clearly absurd. It was as futile in the 
economic as it was in the religious sphere. On the contrary, the 
Christian schools maintained that the ’natural’ man, the old man, the 

Catholicism alone has the necessary cohesion and power to withstand socialism, 
which has been rieeted upon tlie ruins of ilie Liberal system " (Comte de Man, 
La Qjifihon tonal* an XIX s jirctr, I goo } 

is no need to think of the Church as a kind of gendarme in cassock flinging 
itself against the people in the interest of capita! Rather it should be understood that 
it is Working in the interests and solely foe the defence of the weak." (Comte de Mun, 
Dumtn, April 1893.) 
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a common aspiration in their hope of a society where all men will be 
brothers, children of the one Heavenly Father, 1 but many are the 
ways of attaining this fraternal ideal. In the same spirit they speak 
of a just price and a fair wage much as the Canonists of the Middle 
Ages did. In Other words, they refuse to regard human labour as a 
mere commodity whose value varies according to the laws of supply 
and demand. The labour of men is sacred, and Roman law even 
refused to recognise bartering in res sacra. But when it becomes a 
question of formulating means of doing this, the ways divide. Numer- 
ous as are the Biblical texts which bear upon social and economic 
questions, they are extraordinarily vague. At least they seem, capable 
of affording support to the most divergent doctrines. 

Some might consider it a mistake to devote a whole chapter to these 
doctrines, seeing that they are moral rather than economic, and that, 
with perhaps the exception of Le Play, who is only indirectly con- 
nected with this school, we have no names that can be compared with 
those already mentioned. But not a few intellectual movements are of 
an anonymous character. The importance of a doctrine ought not to 
be measured by the illustrious character of its sponsor so much as by 
the effect which it has had upon the minds of men. No one will be 
prepared to deny the influence which these doctrines have exercised 
upon religious people, an influence greater than either Fourier’s, 
Saint-Simon’s, or Proudhon’s, Moreover, they arc connected with 
the development of important economic institutions, such as the 
attempt to revive the system of corporations in Austria, the establish- 
ment of rural banks in Germany and France, the development of 
co-operative societies in England, the growth of temperance societies, 
- the agitation for Sunday rest, etc. Nor must we forget that the pioneers 
of factory legislation, the founders of workmen’s institutes, men like 
Lord Shaftesbury in England, Pastor ObetUn, and Daniel Legrand 
the manufacturer, were really Christian Socialists. 

I: LE PLAY’S SCHOOL 

le Play’s* school is very closely Telated to the Classical Liberal, 

1 It ttu no Christian Socialist, but Auguste Comte, the founder of Positivism, who 
wrtle: “The origins! equality of men is not a doctrine founded limply upon the 
obsecration of »ociil facts It was only dearly affirmed for the fint time by Christian- 
ity.” (Trail it Fthiiqve, Vet. I, p. 407 ) 

•Frfdfric Le Flay (t8oG-8a) wu a mining engineer, and was educated at the 
Lcole potySeehidqur. He subsequently beeame a prof root at the tcole del Minn 
arvi a Cornell] er d'£ut. In 1855 be published a collection of monographs desling 
wiih worting-clais families under the title of Us Dinner, an/Ans, in one volume (the 
second rdiuon, which appeared ia 1877, consisted of ux volumes). In 1864 be 
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be revived in the midst of our complex social relations. But parental 
control cannot always be relied upon, for the parent is frequently 
engrossed with the other demands of life, and there is positive need 
for some social authority. This new social authority will not be the 
State— that is, if Le Play can possibly avoid it. The first chance will 
be given to ‘natural’ authorities — those authorities which rise up 
spontaneously. The nobility is well fitted for the task where it exists. 
In the absence of nobility, or where, as was unfortunately the case in 
France, they were impervious to a sense of duty, society must fall 
back upon the landed proprietors, the employers, and persons of ripe 
judgment — men who hardly deserve the title of savants, but neverthe- 
less with considerable experience of life. Failing these it could still 
appeal to the local authorities, to those living nearest the persons con- 
cerned, to the pansh rather than the county, the county rather than 
the State. State intervention is indispensable only when all other 
authorities have failed — in the enforcement of Sunday observance, for 
example, where the ruling classes have shown a disposition to despise 
it. The necessity for State intervention is evidence of disease within 
the State, and the degree of intervention affords some index of the 
extent of the malady. 1 

Seeing that he attaches such importance to the constitution of the 
family, Le Play is also bound to give equal prominence to the question 
of entail, which determines the permanence of the family. Herein lies 
the kernel of Le Play’s system. He distinguishes three types of families: 

The patriarchal family. The father is the sole proprietor, or, 
more correctly, he is the chief administrator of all family affairs. At 
his death all goods pass by full title to the eldest son. Such is the most 
ancient form of government of which we have any record. It is the 
political counterpart or the pastoral regime, and both may still be 
seen in full operation on the Russian steppes. 

•J a. The family group. Children and grandchildren no longer 
remain under paternal authority throughout life. With a single 
exception they leave the family hearth and proceed to found new 
homes. Whoever remains at home becomes the heir, after first 
becoming his father's associate during the latter’s lifetime. He 
becomes the new head of the family by paternal wish, and not of 
legal right or necessity. The property thus passes to the worthiest, to 
him who is thought best able to preserve it. It is this regime, Le Play 
thinks, that explains the extraordinary stability of China; and the 

1 "II l» the first misfortune of France that the family should be immersed in the 
commune, the commune in the department, the department in the Sure ” it. 

mformt rocu/r, Vol. Ill, Book VII.) 
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industrial spirit which has made England the mistress of the world. 
True fraternal equality is also preserved, for the ,old home always 
remains‘open — a harbour of refuge to those who fail in the industrial 
struggle. To mention but one instance, the ‘old maid,’ whose lot is 
often exceedingly hard, need never be without a home. 

Apart from moral reform, there seemed only one way of establish- 
ing the family group in France, namely, by greater freedom of bequest, 
or at the very least by increasing the amount of goods that may be 
given to any one child, so that a father might be able to transmit the 
whole of his land or his business to any one of his children on condition 
that the heir fairly indemnified each of his brothers should their 
respective shares be insufficient- 1 

A lather's authority over his children is an indispensable element 
in the stability of society, and a master’s authority over his men, 
though derivative in character, is scarcely less so. The continuance of 
social peace largely depends upon the latter, and the preservation of 
social peace should be the essential aim of social science.* We are 
continually meeting with the expression ‘social peace’ in the writings 
of Le Play and his school, and the associations which they founded 
became known as “ Unions of Social Peace.” 

Play’s first essay, an admirably planned Exposition of Social Economies , 
was’ published in 1867. The sole object of its author was to further 
the establishment of such institutions as were likely to promote under- 
standing among all persons employed in the production of the same 
goods. We might even be tempted to say that the whole co-partnership 
movement started by Dollfus at Mulhouse in 1850 with the utterance 
of the famous phrase, “The master owes something to the worker 
beyond his mere wages," was inspired by Le Play.* Le Play pinned 
his faith to the benevolent master It was quite natural that the 
apostle of the family group should regard the factory as possessing a 
great deal of the stability and many of the other characteristics of the 

* l* Play, who hid some influence over Napoleon III, tried to get him to consent 
to some such modification of the Gvil Code. But the Emperor, though favourably 
inclined, and despot as he was, dared not alienate public aympaihy in the matter. 
And realty fathers seldom exercised the full authority which the law gave them at one 
time. The evil, then, if it is an evil, is deeper than Le Flay imagined, and seems to be 
tnorat rather than legal. 

* " Human societies should aim not to much at the (nation of wealth as such, but 
rather at increasing the well-being of mankind. Well-being includes daily broad, but 
it does not exclude social peace." (Claudio Jannet in a lecture on Its Quatrt 

f Emrumi* loeitiU.) 

* We must remember that these were the orthodox views then, Villermi, writing 
in 1840 in his celebrated Ttblrm it C £lnl rural rl ptyrnp* its tnznrri, thought it was 
the employers really who could best improve the □rcumstancra and character of the 
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has always enjoyed a considerable measure of success, and it seems 
as if it will survive the doctrine. Le Play was brought up as a mining 
engineer and had travelled extensively. 1 Twenty years of his life 
had been spent in this way, and during that period he had travelled 
over almost the whole of Europe, even as far as the Urals. It was 
while staying in the neighbourhood of those mountains that he con- 
ceived the idea of writing monographs dealing with individual families 
belonging to the working classes, a method of investigation which he 
w never weary of contrasting with that other “disdainful method of 
invention.” 1 

To write a family monograph* A la Le Play is not merely to relate 
its history, to describe its mode or life, and to analyse its means of sub- 
sistence, but also to sum up its daily life in a kind of double-entry 
book-keeping where every item of expenditure is carefully compared 
and balanced with the receipts. But there is much that is artificial 
and a great deal that is childish in this seemingly mathematical 
precision, where not merely economic wants but such needs as those 
of education, of recreation, and of intemperance, virtues as well as 
vices, are catalogued and reckoned in terms of £ s. d Its advantage 
lies in its holding the attention of the observer, even when he is a mere 
novice at thft work, by obliging him to put something in every column 
and allowing nothing to escape his notice. 1 

But when Le Play proceeds to declare that this method has revealed 
the truth to him and helped him to formulate the doctrines of which 
we have just given a rcsumS it really seems as if he were making a 
great mistake. Actually it has only revealed what Le Play expected 
to find; in other hands it might have yielded quite different results. 
He declares that it has proved to him that only those families which 

1 “I have rrquently pmted u much as 1000 kilometres in order to consult some 
eminent landowner living on the confines of Europe." (Letter to M. de Ribbes, 
October 3, 1 867 ) 

s "Thu method is based upon m careful observation of each fact and its past history. 
Nothing is left to the imagination, the presupposition, or the prejudices of the observer. 
It is essentially scientific and exact." (La R/formi tn Eimfe.) 

•These monographs appeared fint of all, as we have seen, in his great work on 
the European workmen in 1855. The work has been earned on by his disciples and 
(he results incorporated in the Om-ntrt its dtux irrmi/i, which numbers about a hundred 
volumes. They have also employed the method 10 writing monographs on industnea 

The method requires supplementing by reference to stalisUcs of population and 
wages, which can only be supplied, of course, by Governments. 

. 4 "Th' comparison of receipts and expenditure should help to discover any over- 
sight, just as the weight of a chemical substance both before and after an experiment 
helps to determine the nature of the chemical reaction " {Bureau, VCEarre fHem 
it Taumlit 



°° CT *f*jr 

■ *-rSZZ+ 

’T •""^'n' ^L:r r « •£7£r™» 

nj.-f^'Wrion of • ll “' nv m </ ■/*' fcotton, «,. 'f [ ™»». Jbt 

w ? y °"‘ '» fa,™ ' l*'»Mr in r 5 ""' Hr Q~! ""’ “*«* »~ 

■»«T!° p aM -ZT/r '"•»»• £</"”• «< 

”‘' ,a ' fc Ife ^“''•ionnl, ^ '» 

iss?§ i::r-^-5£3 

fcc “ mtfte- nne ‘Wth tft,. PW b u . ^ of ®an to cvtf a 

,,le D ^l 0 J! r0nr to invoke Ij? *** SociaJ G uiZ* 0 * °f co 
^° ,cs ^nt SJ,' *" d to take *i/i// t,,00 ' ly of the Af^? UnUe ,ftra 
k? rtancc nm 0 nJ7‘? r fn>ai C j, 1 - I J , “ fatfon » fro ra £„</*)’'’' “P^ 

•CK,* «»< deti or der sy Hai on '"fty S^at, but 


r*s 5- 



lx play’s school 525 

and the plan of reform of which we have just given an outline is very 
different from that of the Social Catholics. 

There was a schism in the school in 1885 The “Unions of Social 
Peace,” with their organ La Reforme sociale, on the whole remained 
faithful to the programme as outlined in this chapter. The dissenting 
branch, on the other hand, with Demolins and the Abbd de Tourville 
a3 leaden, developed the doctrine on its ultra-individualistic or 
Spencerian side, so that only in origin could it be regarded as at all 
connected with the school of Le Play. 

The “School of Soda! Science,” as it was called — at least, that was 
the name it gave to its review — claimed that it was still faithful to the 
method of the master. It even went so far as to say that Le Play was 
ignorant of the full possibilities of this method, and condemned his 
failure to establish a positive science by means of it. In reality, how- 
ever, the master’s method had quite a subordinate role in the activities 
of this school, for the simple reason that it was practically useless 
except for the production of monographs. The schoot arranged its 
facts according to their natural relations, and attempted to link the 
study of social science to the study of geographical environment. 1 
The study of environment received some attention in the works of 
Le Play himself, but it assumed much greater importance after 
then. To give but a single instance, the school attempted to show 
how the configuration of the Norwegian fiord, the almost complete 
absence of arable land, and the consequent recourse to fishing as a 
means of livelihood, even the very dimensions of their sea-craft, 
helped to fix the type of family and even the political and economic 
constitutions prevalent among the Anglo-Saxon race. In a similar 
fashion, the vast steppes of central and southern Asia had begotten a 
civilization of their own. It was the Historical materialism of the 
Marxian school reappearing in the more picturesque and more sugges- 
tive guise of geographical determinism.* 

The new school, however, was not very favourably inclined to Le 
Play’s programme of social reform, especially its teaching concerning 
the family. Their aim was not the preservation of the family, but the 
placing of each child in 3 position to found a family of his own as 
soon as possible. Their object was neither family nor communal soli- 
darity, but self-help, not the family group, but the single individual 
1 "No social phenomenon can ever be explained if It u taken out of its own •citing. 
All locial tticnce is based upon this lavr." (Demoliru, Le Clejnfifelim teeialt ) 

* The similarity noted here has given rue to emphatic protests on the part of cer- 
tain members of this school. There is no need to take offence at the epithet, however, 
provided we are careful to distinguish It from philosophic materialism and recognise 
lhal it does not necessarily exclude idealism. 

3L 
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advanced of ihe Social Catholics of to-day, on the oilier hand, would 
be well tainted could they establish some hind of undemanding 
bciw een the Cliureh and donocraq. Such at least was the programme 
laid down by Marc Sangnier, the founder of the Silloii. 

Alxwt the same time we find Monseigneur von Keltcler, bishop ol 
Mayen ce, preaching a doctrine which drew its inspiration, not from 
“the fdse dogmas of ’Co," but from the institutional life of the Middle 
Ages, from the guilds and the other corporative Associations, which 
arc minutely described by him and his disciples, especially Canon 
Moii fang and the AbW Hitte. Some such institutional activity was 
again to form the comer-sionc of Social Catholicism- 1 
During the period of the Second [an pi re most of the Social Catholics 
seem to have fallen asleep, but tliey were aroused from their slumber* 
by the disaster of 1870. Use Marquis de la Tour du Pin* and Count 
Albert de Mun proved the impircra this time, and the noble eloquence 
of tbe latter, which led to the formation of unions of Catholic working 
men, was instrumental in giving the movement a vigorous start. The 
same jtcriod witnessed the appearance of L' Association catholicise, a 
review which took as its programme the study of economic facts in a 
Catholic spirit— an object that lias always been kept steadily in 
view. 

Organisation in the form of corporations was giv cn first place in 
the Social Catholic programme.* Le Play's corner-stone — the family 

• Kettclrr’s principal writings were publisher] in France in 1864 under the title of 
La Qjieihnw emntrt tl UOaittnoiime. Me could never male up hii mind ai between the 
corporative and the co-operative ideal, however. The laticr wtu very much to the 
front juit then, not only in France, but alio with the English Chrutian Socialists and 
with the German i-xislist Lanalle Thii was before the co-operative movement was 
eclipsed by trade unionism. 

Ilitae, however, shows none of his master's hesitation, but emphatically declares 
that "the solution of the social question it essentially and exclusively bound up with 
a reorganiislion of trades and professions We must have the medieval regime of 
corporations reestablished— a regime which offers a better solution of the social 

problem than any which trusted either before or after. Of course tunes have changed, 

and certain features of the medieval regime would need modification. But some 
such corporative regime conceived in a mote democratic spin! must form the economic 
basis (Capital and Labour.) 

1 flu at tides have been collet led in two volumes-. Vers an 01J11 Social chnlm (>907), 
and Apharijmei dr potiliqua ionr.lt (1909). 

"We must dirett all our private initiative and concentrate public attention upon 
this one reform— the corporative rrorganiiation of society ” (P/spammi dt f (Torre *s 
eercluomnerf, April 1B94I 

C^perattve association is dismissed altogether. The Social Catholics have 
especially little sympathy with the small retail co-operative itores, because they 
threaten the existence of the small merchant and the small artisan types of indi- 

viduals that are dear to the heart of the Catholics. On the oihec hand, it shows itself 
very favourably Inclined towards co-operative eredit, because of the possibility of 
sraisting the classes already referred to— the shopkeeper and th- small m-rrhant 
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was at fust thought, would gradually become the organs of labour 
legislation, and the State would entrust them with the discharge of 
that function because of their greater freedom in the making of experi- 
ments. All questions affecting the interests of a trade, the hours of 
labour, Sunday observance, apprenticeship, the sanitary condition of 
the workshops, the labour of women and children, and even the rate 
of wages paid, instead of being regulated as they arc at present by 
brutal, inflexible laws which are seldom suited to meet every indi- 
vidual case, would henceforth be settled by the union, and the rules 
of the union would be incumbent upon all the members of the trade 
or profession, both masters and men. Every one would be free to 
enter the union or to decline membership just as he chose, but no 
member would be allowed to violate the rules of the union or to lower 
the conditions of labour in any way. “ Free association within an 
organized profession,” such is the formula. 1 

To those Liberals who feign indignation at seeing purely private 
institutions thus invested with legislative authority it may be answered 
that the ‘labour union* so constituted forms an association which is 
as natural and as necessary — undemanding by this that it is inde- 
pendent of the voluntary conventions of the parties interested — as one 
based upon community of residence. Everybody admits that the 
inhabitants of the commune ought to submit to the rule of the organized 
majority. What difference would it make if the majority thus organized 
constituted a corporation rather than a commune? 1 

Some go as far as to regard these professional associations as possessed 
of an important political role, and would even go the length of making 

1 Such U the programme u outlined especially in Austria, which is one of the 
countries where Social Catholicism irani fairly powerful At a matter of fact, the 
corpora Use regime has never quite disappeared there, and for some years nm attempt! 
have been made to revive it in the smaller crafts. The new corporation would take 
the form of a centralised organization, whose regulations would be obligatory upon 
all the memben of the craft. 

1 "The commune has always been organised. Is there any reason why the trade 
should not be? In both case* special relations are established, special needs arise, 
there are frequent conflicts and occasional harmony between the different interests. 
Hut all of them are nevertheless intimately bound together, and the links connecting 
them mutt lie co-ordinated on some regular plan if every one is to be safe, and free 
to follow his own benc“ (Henri Lemn, /Vian/ei dr rOrfiaiwtum fn/isnamllt, in 
LMuarielioa utkolifw, July tj. (85a.) 

To this it might be replied that the majority generally makes the bw for the com- 
mune, but that In the case of a free torpor it km it it often the minority that rules. 
To which it might be retorted that the so-called majority is often not better than a 

minority of the electees, and a very small minority indeed cf the whole inhabitants 

—who of course include women, who generally hare no votes. Moreover, as soon as 
the rules of the noAcml became really obligatory the majority if not the whole cf the 
workers in the trade would be found w ithin the union. 
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this new corporative unit the baas of a new franchise for the decent 
of at least one of the two Chambers. 

It i* not wry rasa-, perhaps, to jet a clear idea of what a society bu_'t 
asp.'in a yianof this lind would really be like, but the difficulty b iw 
yrearer a>. this c-ase thars « scene others. 

In the risen St wvca! have to be a society professing the Cathol-c 
S}>XK? S^-snXi the g "vvu e s of religion or even the indifferent by »*w 
x^v*Vb ; t*rtT£s»ir tVitfceT hand in the social unit the whole structure 
vwitit Lewes'* Sut to the ground. Its realization, accordingly, » 


^ NJCviC «V S- » society founded upon brotherhood in the full 
The only real brotherhood is that Founded Upon 
Jyv .fJV'X.vd o' tkd, and not upon any socialistic conception of 
brotherhood and a common pi rentage may W [ 
•*v-,'vt, » fyoent irregularities, and the family rclalion in iiMf 
>n ,Vv*hs.sit inevitably iinphn the rights of the youngest awl 
jv .o.w \V cJdest. Within the corporative unit already oudmol 
vwuld always reign, for the humblest, meanest u«k 
N v\ opuf tfigmty with the most exalted office in the S u,e ’ 
v*. <sv*' V'mC wosdd be content and even proud to live where («*l 
*'«.*».( him,* 

N.v» a Vxkty would be a pure hierarchy. All the authority amJ 
all the duties involved, would be on the master's **V 
y\, 0»o wvskrr's side would be rights respected, life assured on tl>» 


u level, and a re-esta bf liftmen ( of farni/y life.* 

Vv.i 1 ( Jlhohcum further undertook to disprove the first attn 
, ,V> wxiafist ererd, namely, (har "the rnu neip.«f/on vf the seoiier* 
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can only be accomplished by the workers themselves.” It maintained 
that, on the contrary, this object could only be accomplished by the 
help of the masters and of all the other classes in society, not excluding 
even the non-professional classes, landed proprietors, rent-receivers, 
and consumers generally,* all of whom ought to be informed of the 
responsibilities which their different positions impose upon them and 
of the special duty which is incumbent upon all men of making the 
most of the talents with which the Master has entrusted them. 

The German Christliche Gewerkvereinc, which got most of its 
recruits among the Catholics, took an important part in German 
political life and did something to counterbalance the 1 Reds,' or the 
revolutionary socialists. They advocated the union of masters and 
men, but were extremely anxious not to be confused with the ‘Yellows,’ 
or those who advocated mixed unions. In other words, they were 
independent of both the masters and the socialists. 

State intervention might be necessary at first in order to establish 
the corporative regime, but once founded it would naturally monopo- 
lize all the legislative and police power which affects labour in any 
way, especially in the matter of fixing wages,* arranging pensions, etc. 
The legislature would still find ample material to exercise its powers 
upon outside these merely professional interests, especially in regula- 
ting the rights of property, prohibiting usury, protecting agriculture, 
etc.* 

"'The State," says the immortaU Dei, an Encyclical of Pope Leo XIII 
— repeating a text of St Paul — "is the minister of God for good.” 
Elsewhere St Paul declares that the Law is the schoolmaster to bring 
us unto Christ, and if we paraphrase this to mean that the function 
of law is to lead men to a higher conception of brotherhood we have a 
lailly exact idea of what Social Catholicism considered to be the 
function of the State. 

between the corporatism preached by La Tour du Pin and Mgr 


'The ligue social; d’Acheieurs, (bunded in Pans in 1900, u of Social Catholic 


authority in this 
length o f the wot 


,t even thin fr 

the worker 10 lead a sober and bonnt life 
ic, at in tome other analogoui 


I, whether of marten or of men, it that higher 
which demand! that wage* ahould always be 
But lest the public 


fi»ely intervene, and in \ lew of the (peat variety 

w cirturmianrrt, it u better that the solution ilioutd be left in the hand, of the cor- 

poration! or tlie union! " ( Pncyxlica]. farm* .Vann, 1691) 

* TV S01 lat Catholics wherever found are usually Ptotertionun, the reason bring 
that they think their " rorporaiive regime eould never be kept going without aome 

protection agamat foeeign rompetition,” and alto because most of their adherents are 

drawn from the tanka of the agricultural unions. (Pni’tmm 4t HX^rt dil mid 
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from any religious inspiration, will form a strong enough bond between 
the members of the corporation to put an end to their antagonisms, 
and, above all, whether corporatism, discredited since the last war by 
its alliance with the political systems that the war has destroyed, will 
not be born again under a new name. 

Social Catholicism has sometimes shown very advanced tendencies, 
bringing it very near to socialism in the strict sense. But these ten- 
dencies have been confined to individual cases and have been formally 
condemned by Rome; those responsible for them have generally 
deferred to her authority. 

It was Locscwitz in 1888 who made the first violent attack upon the 
so-called productivity theory of capital in L'Association catholique. 1 It 
caused quite a sensation at the lime, and provoked a disapproving reply 
from the Comte de Mun. Afterwards, however, the article became the 
programme of a party known as “Les jeunes AbWs." Nor must we 
omit to mention the growth of the Sillon, founded in 1 890, the political 
ambition of whose members is the reconciliation of the Church and 
democracy and even republicanism, and whose economic aim is the 
abolition of the wage-earner and hb master.* This is also the aim of the 
syndicalists, and Article 2 of the Confederation generate du Travail 
(C.G.T.) declares that one of the avowed objects of the federation b the 
dbappearance of the wage-earner and the removal of hb master. In- 
stead of seeking a solution of the problem in the parallel action of syndicate 
of men on the one hand and of masten on the other, it would suppress 
the latter altogether, leaving the men the right of possessing their own 
instruments of production and of keeping intact the produce of their 
labour. It is true that the Sillon has been put under the ban of the Pope, 
but this essentially syndicalbt movement u still in exbtence, and its 
leaders have assumed great political influence since the end of the 
Second World War. 

‘•'TV so-called productivity of capital, which constitutes the greatest iniquity 
of profit-malting society, and which is from an economical point of view the final 
cause of social suffering, is nothing better than a word invented to hide the real fact, 

namely, the appropriation of the fruits of labour by those who possess the instruments 

oflabour.’" (Loescwitr, Lt[islatio* 4 u Tucait, In L'Aiienntim ctiM ijw, i88fi). 

* Extract from a report of a meeting of the Sillon, November 1907- 

“Ma*c SAUtixtra. The soda] transformation which we desire to a re, comrades, 
will aim, not at absorbing the individual, but rather at developing him. We want 
the factories, the mines, and the industries ui the possession, slot of the State, but of 
groups of workers. 

“An leiHcmt. That is socialism. 

"Ma*c Ssaostn, You can call tt socialism if you tike Is makes no difference so 
me. But it is not the sod alum of the socialists, of the centralicing socialist!, We don't 
wsnt to set the proletarians free from the control of the masters to put them under 
the immediate control of one great matter, the Stale, we want the proletarians them- 
selves, acting collectively, to become their own masters.*' 


shown a predilection for the masters. “The problem is not how to 
save the Worker through his own efforts, but how to save him with the 
master’s co-operation” — the benevolent master of Lc Play’s scho ’ 
over again.* The right wing, moreover, thinks that the existing ins tit 
dons would prove quite equal to a solution of the so-called sod 
question if they were once thoroughly permeated with the Christb 
spirit or if the leaders really knew how to deal with the people. 
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Belief in the essentially indiVidualisc/c nature of /Votes tan asm i 
fairly widespread. 1 For confirmation there is the emphasis it has alway 
laid upon the personal nature of salvadon and its denial ofthe necessity 
for any mediator between God and man, save only the Man Chnsi 
Jesus, whereas Roman Catholicism teaches that only through the 
Church — that great community of the faithful — is salvation 
possible. Protestantism is the religion of self-help, and naturally enough 
its social teaching is somewhat coloured by its theological preconcep- 
tions. Nor must we lose sight of it* connexion with middle-cbs 
Liberalism; and thus while in politics it is generally regarded 35 
belonging to the left, in matters economic it is generally on the extreme 
right.* 

Whatever truth there may be in this attempt to sum up its doctrine 
and history, we shall find as a matter of actual fact that on 
grounds it is much more advanced than the Social Catholic 
and its extreme left, far from being content with the extinction « • e 
proletariat, also demands the abolition of private property and t 
establishment of complete communal life. 


1 Mikrnt, in L'lluonatieri taAoli^at, 1897. Vo I. It. p. Thrrr u a f 3 ' **’ 1 * 

ichool which it Liberal and individualist in ilt lendrneiet, and which j 
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Social Protestantism, or Christian Socialism as it is known in 
England, has a birthday which may be determined with some degree 
of accuracy. It was in the >ear 1850 that there was founded in England 
a society for promoting working men’s associations, having for its 
organ a paper entitled The Christian Socialist. 1 Its best-known repre- 
sentatives were Kingsley and Maurice, who subsequently became 
respectively professors of history and philosophy at Cambridge. A 
small number oflawyers also joined the society, among whom Ludlow, 
Hughes, and Vansittart Neale are the most familiar names Kingsley 
was much in the public eye just then, not only because of his im- 
passioned eloquence, but also on account of the success of his novel 
Alton Locke, which is perhaps the earliest piece of socialistic fiction that 
we possess It is the story of a journeyman tailor and his sufferings 
under the sweating system — the horrors of which were thus revealed 
to the public for the first time.’ 

The object which the Christian Socialists* had in view, as we have 
already seen, was the establishment of working men’s associations. 
What type they should adopt as their model was not very easily deter- 
mined. The trade unions, little known as yet, were just then struggling 
through the convulsions of their eatly infancy. Moieover, they were 
exclusively concerned with professional matters, with the struggle for 
employment and the question of wages, and altogether did not seem 
very well fitted to develop the spirit of sacrifice and love which was 
indispensable far the realisation of their ideal. Neither did the co- 
operative associations of consumers seem very attractive True, they 
had attained to some degree of success at Rochdale, but they were 
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struggle for existence. Their thoughts are admirably summed up in a 
letter of Ludlow’s to Maurice written from Paris in March 1848, in 
which he speaks of the necessity for “Christianizing socialism.” 

Christian Socialism in England, though it has survived its founders, 
has been obliged to change its programme. It has abandoned the 
idea of a producers’ association, but still advocates other forms of co- 
operation. Its chief demand has been for a reorganization of private 
property, which is a particularly serious question in England, where 
the land is in the hands of a comparatively few people. In the words 
ofrthc Psalmist, the Christian Socialists often cry out, “The earth is 
the Lord's,” and they are never weary of pointing out how under the 
Mosaic law the land was redistributed every forty-nine years with a 
view to bringing it back to its original owners. And so it finds itself 
supporting the doctrines of Henry George, who may himself be classed 
as one of the Christian Socialists. 1 There is also the Institutional 
Church, with its network of organizations for the satisfaction of the 
material, intellectual, and moral needs of the worker, which is 
a prominent feature of most modem protestant Churches. Moreover, 
several of the early Labour leaders — Keir Hardie, for example — were 
earnest Christians. The Federauon of Brotherhoods, which at one time 
included over 2000 societies, with a membership of over a million 
working men, combined an ardent evangelical faith with a strong 
advocacy of socialism.* 

In the United States of America Christian Socialism is still more 
aggressive and outspoken in its attacks upon capitalism. The earliest 
society of Christian Socialists was founded at Boston in 1889 Since 
then these associations have multiplied rapidly. One of them defines 
its objects in the following terms: “To help the message of Jesus 
to permeate the Christian Churches and to show that socialism is 
necessarily the economic expression of the Christian life." A little 
farther on it declares itself persuaded “that the ideal of socialism is 
identical with that of the Church, and that the gospel of the co- 
operative commonwealth is the Gospel of the Kingdom of God 
translated into economic terms.”* 

For the other extreme — the extreme right — we must look to 

1 The official organ of the Christian Soria! XJnttat, •which is definitely connected 
with the Church of England, u the Eeonomu Raiew, published at Oxford — not to be 
confused with the Economic Journal, which is published in London by ihc Royal 
Economic Society. 

* E. Counelle, Ij Moutmtnl iu freUniUt. 

•Josiah Strong, director cf the Institute of Soda) Service at New York, was the 
publisher of a review celled The Cupel of the Kingdom, which hss for its programme 
“the study of economic facts in the light or the Gospel," and in which he maintains 
that "if the world is ever to be Christianised industrv must be Christianized fint of 
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as the crusades against alcoholism and pornography, the revival of 
co-operation and the demand for the erection of ‘People’s Palaces’ — 
known as Solidaritis — which are entirely due to the activities of this 
school. An association for the inductive study of social questions was 
founded in 1887 by Pastor Goutb, another pastor named Tomy Fallot 
being its president and inspirer. 1 At first the demands of this group 
were extremely moderate, co-operation being their only mode of 
action and solidarity their social doctrine. 1 This new doctrine of 
solidarity, although rather belonging to the Radical wing, being the 
very antithesis of Christian charity, as we shall see by and by, was 
enthusiastically welcomed by the Social Protestants. The Protestants 
even claimed that it was originally their own peculiar doctrine, 
and that other schools merely borrowed it; for where can be found 
a fuller expression of the law of solidarity than the two Christian 
doctrines of the fall and redemption of man? “ For as in Adam all die, 
even so in Christ shall all be made alive.” 

Curiously enough there is another group of young pastors who 
closely resemble what is known in Catholic circles as the Abbots’ Party. 
They are dissatisfied with the moderate claims of the Catholics as a 
whole, and like their American colleagues they demand the establish - 
ment of a form of collectivism.* They think, at any rate, that the 
question of property ought to come up for consideration almost 
immediately. 

In short, it seems true to say that in almost every country Social 
Christianity has taken over most of the elements of the socialist pro- 
gramme, and the change of title is an index to the difference of attitude. 

1 For over twenty years M. de Boyve, the leader of the cooperative movement 
in France, was the president, which confirms us in the suspicion that the two 
schools had a common parentage, both really springing from the Ecole de Nimcs. 
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Totstoy and Ruskin arc the best-known representatives of this move- 
ment on the borderland of Social Christianity, although they are by 
no means the only ones. 1 These two grand old men, who both died 
at an advanced age, appeared to their contemporaries in much the 
same light as the prophets of old did to Israel. True descendants of 
Isaiah and Jeremiah, they exultantly prophesied the downfall of 
capitalism— the modern Tyre and Sidon — and announced the coming 
of the New Jerusalem— the habitation of justice. Their language even 
is modelled on Holy Writ, and Ruskin, we know, was from his youth 
upward a diligent reader of the Bible.* Both of them condemn the 
Hedonistic principle and denounce money as an instrument of tyranny 
which has resulted in setting up something like a new system of slavery,* 
and they both advocate a return to manual labour as the only power 
that can free the individual and regenerate social life. They differ, 
however, in their conception of future society, which to Ruskin must 
be aristocratic, chivalrous, and heroic, while Tolstoy lays stress upon 
its being cqualitarian, communal, and above all ethical. The one 
looks at society from the standpoint of an assthete, the other from that 
of a murfiik: the one would breed heroes, the other saints. 

Thomas Carlyle also deserves mention. Among the numerous 
books which he wrote we may mention, among others, his French 
Revolution (1837) and his Heroes and Hero-worship Chronologically he 
precedes both Tolstoy and Ruskin, and his influence upon economic 
thought was greater than either of them. But we could hardly put 
him among the Christian Socialists because of his extreme individual- 
ism, and if he were to be given a place at all it would be with such 
writers as Ibsen and Nietzsche. In his influence, however, he re- 
sembles Ruskin; and nowhere but in the choruses of the old Greek 
tragedies do we get anything approaching the declamations of these 
two writers against the economic order of their time. 4 

* There »re a great number of novels dealing with social questions. For the English 
novels bearing on this topic see M. Cazamian, Le Roman social. 

* So much was this the case with Ruskin that Mme Brunhes has published a book 
called La Bible et Ruskin, and Tolstoy on his side has an edition of the Gospels to his 
credit which is said to be much nearer the original than the ordinary version of the 

*See fort Clangero , passim. Tolstoy writes in a similar strain. Money is just a 
conventional sign giving the right or the possibility of claiming the service of other*. 
But although money is all-powerful in the matter of explolring the worker it 11 quite 
useless when it comes to a question of furthering his well-being. There is a curious 
development of this thesis in Tolstoy’* IVhol u to U Dme? 

1 "All this has come of the spreading of that thrice accursed, thrice impious doc- 

trine of the modem economist, that 'To do the best for yourself, is finally to do the 
’**’ for others.' Fnends, our great Master said not *0." (Ruskin, Chuns of IFIHf 

01 at, Lecture II ) 
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a. Work for every one Is the natural complement and the necessary 
corrective of the preceding rule of no idleness and no unemployment. 
In society as at present organized everybody is not obliged to work, 
while some individuals are obliged to be idle. 1 This monstrous in- 
equality must be remedied. There would be no difficulty about find- 
ing plenty of work for every one if every one did something Under 
such a system there would be no unemployment, although there would 
be more leisure for some. 

3, Labour would no longer be paid for according to the exigencies 
of demand and supply, which tend to reduce manual work to the level 
of a mere commodity. It would be remunerated according to the 
eternal principles of justice, which would not of necessity imply an 
appeal to any written law, but solely to custom, which even now fixes 
the salaries of doctors, lawyers, and professors. In these professions 
there are no doubt some individual inequalities, but there is also the 
norm, and it is a breach of professional etiquette to take less than 
this. The norm does occasionally find expression in the rules of 
the association, and in some such way Ruskin would fix not merely 
a minimum but also a maximum wage Whatever profession a per- 
son follows, whether he be workman, soldier, or merchant, he 
should always work not merely for profit but for the social good. 
He must, of course, be suitably rewarded if his position as a worker 
is to be maintained and the work itself efficiently performed, but it 
can never be done if gain becomes the end and labour merely the 
means. 

4. The natural sources of wealth — land, mines, and waterfalls — 
and the means of communication should be nationalized. 

5. A social hierarchy graded according to the character of the 
services rendered should be established The gradation must be 
accepted in no intolerant spirit, and must be respected by everybody 
Chivalry is as necessary in an industrial as in a mili tary society, and a 
new crusade against Mammonism’ should be preached both far and 

6. Above all else must come education — not mere instruction. 
What needs developing above everything is a sense of greatness, a love 
of beauty, respect for authority, and a passion for self-sacrifice. What 

1 "Why, the four-footed worker hu already got aU that this two-banded one ii 
clamouring for, and you lay it is impossible.” (Carlyle, Past end Present, chapter iii; 
and see also Chartism, chapter iv ) 

* This was the ideal which he had in mind in founding the Guild of St George. 

See in article by Professor Marshall, The Social Possibilities of Economic Chivalry, iq 

the Economic Journal, Marth 1907. There ii no reference to Ruskin in it, how- 
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CHAPTER III THE SOLIDAR1STS 

I: THE CAUSES OF THE DEVELOPMENT OF SOLIDARISM 


The word 'solidarity,' formerly a term of exclusively legal import, 1 
has during the twentieth century been employed to designate a doctrine 
which has aroused the greatest enthusiasm — at least in France. Every 
official speech pay* homage to the ideal, every social conference ends 
with an expression of approval. Those who wish to narrow the scope 
of industrial warfare as well as those who wish to extend the bounds 
of commercial freedom base their demands upon ‘a sense of social 
solidarity,’ and it has become quite a common experience to find 
writers on ethic* and education who have fallen under its spell. The 
resuRia that no history of Trench economic doctrines can pass it by. 1 
vThe fundamental idea underlying the doctnne of solidarity, namely, 
that the human race, taken collectively, forms one single body, of 
which individuals arc the members, is not by any means new. St Paul 
and Marcus Aurelius among the writers of antiquity, not to mention 
Mcnenius Agrippa’s well-known apologue, gave expression to this very 
idea in terms almost identical with those used by the Solidarist school.* 
Nor was the importance of licredity wholly lost upon the ancients. 
The hereditary transmission of moral qualities was a doctrine taught 
with the express sanction of a revealed religion. This doctrine of 
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Nothing has left a deeper impression upon the public or afforded a 
better illustration of the infinite possibilities of the new doctrine than 
the study of bacteriology. The prevalence of certain contagious mala- 
dies or epidemics had been too terribly prominent in the history of the 
human race to require any confirmation; but it was something to leam 
that the most serious diseases and maladies of all kinds were com- 
municated from man to man by means of invisible bacilli It was now 
realized that men who were supposed to be dying a natural death 
were in reality being slowly murdered. It was with something like 
horror that men learned that the consumptive, the hero of a hundred 
sentimental tales, every day expectorated sufficient germs to depopu- 
late a whole town. Such ‘ pathological’ solidarity is being more closely 
interwoven every day by the ever-increasing multiplicity and rapidity 
or the means of communication. The slow caravan journey across the 
desert was much more likely to destroy the vitality of the bacilli picked 
up at Mecca than the much more rapid railway journey of the future, 
which will speed the pilgrim across the sandy wastes in a few hours. 
The traveller of former days, who went either afoot or on horseback, 
ran less risk of infection than his descendant of to-day, who perhaps 
only spends a few hours in the metropolis. 

Sociology has also brought its contingent of facts and theories. 1 
The sociologist stakes his reputation upon being able to prove that 
the fable of the body and its members is no fable at all, but a literal 
transcription of actual facts, and that the union existing between 
various members of the social body is as intimate as that which exists 
between the different parts of the same organism Such is the fullness 
and minuteness with which the analogy has been pushed even into 
obscure points of anatomical detail that it is difficult not to smile at 
the naiveti of its authors. It is pointed out that so close is the resem- 
blance between the respective functions in the two cases that the term 
'circulation* does duty in both spheres, and a comparison is instituted 
between nutrition and production, reproducDon and colonization, and 
accumulation or fat and capitalism. In Florence during the Middle 
Ages the bourgeois were spoken of as the fat people, the workers as 
the small people. The organs also are very similar. Arteries and veins 
have their counterpart in the railway system, Math its network of ‘up’ 
and 'down* lines. The nervous system of the one becomes the tele- 
graphic system of the other, with its rapid communication of news and 
1 Social biology dates from the publication of Professor Schaflle’s great work Bau 
■md Zr&en dti iamb* Kirfm (1875-78); possibly from the publication of Rod bonus's 
work at any rate, Rodbertus accuses SchaSlc of plagiarism. See also Spencer's 
Principles of Sociology Aristotle had already ventured to say that “ an animal is just 
tike a well-ordered city," a proposition that might well be inverted. 
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has adduced several other incidental proofs of solidarity, such as bank 
failures in London or Paris and short time in the diamond or auto- 
mobile industry as the result of a crisis in New York or an indifferent 
rice harvest in India. To take a simpler case, consider how easy it 
would be for the secretary of an electrical engineers’ union to plunge 
whole cities into darkness. The general strike, the latest bugbear of 
the bourgeoisie, owes its very existence to the growing sense of soli- 
darity among working men. A sufficient number of workmen have 
only to make up their minds to remain idle and society has either to 
give way to their demands or perish. 

Add to this the remarkable development which has taken place in 
the spreading of news and the perfecting of telegraphic communica- 
tion, by which daily and even hourly men of all nations arc swayed 
with feelings of sorrow or joy at the mere recital of some startling 
incident which formerly would have influenced but a very small 
number of people. 1 Such agencies arc not unworthy of comparison 
with those subtle human sympathies which are known by the name 
or spiritualism or telepathy Thus from every side, from the limbo of 
occultism as well as from the full daylight of everyday life, the presence 
of numberless facts goes to show that each for all and all for each is 
not a mere maxim or counsel of perfection, but a stern, practical fact. 
The good or bad fortune of others involves our own well-being or 
misfortune. The ego, as some one has said, is a social product. These 
are some of the founts from which the stream of solidarism takes its rise. 

But that is not all. The doctrine of solidarity had the good fortune 
to appear just when people were becoming suspicious of individualist 
liberalism, though unwilling to commit themselves either to collec- 
tivism or to State Socialism. 

In France especially a new political party in process of formation 
was on the look-out for a cry. The new creed which it desired must 
needs be of the nature of a via media between economic Liberalism on 
the one hand and socialism on the other. It must repudiate laissez- 
faire equally with the socialization of individual property; it must hold 
fast to the doctrine of the rights of man and the claims of the individual 


while recognizing the wisdom of imposing restrictions upon the 
exercise of those rights in the interests or the whole community. This 
was the party which called itself Radical then, but later preferred to be 
known as the Radical-Socialist party. German State Socialism as 
‘“The enormous development of steam communication and the spread of the 
telegraph over the whole globe have caused modem industry to develop from a 
gigantic starfish, any of whose members might be destroyed without affecting the 

rest, into a plf f*»" which is convulsed in agony by a slight injury in one part." 

(Nicholson, if Met kuvr? an iVages, p 117 ) 
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M. Lion Bourgeois, one of the leaders of the Radical-Socialist 
tarty, to his eternal credit attempted some such clarification by em- 
itoying the term ‘solidarity,’ hitherto so vaguely metaphysical, in a 
trictly legal fashion to designate a kind of quasi-contract. Quite a 
leroation was caused by M. Bourgeois’s work— a result due alike to 
he prominent position of the author and the opportune moment at 
>vhich the book appeared. The greatest enthusiasm was shown for 
[he new doctrine, especially in the universities and among the teachers 
in too.ooo elementary schools. An equally warm welcome was 
extended to it in democratic circles, where the desire for some kind of 
lay morality had by this time become very strong. It becomes neces- 
sary, accordingly, to give a more detailed analysis of the theory titan 
was possible within the compass of the small volume m which it was 
first expounded. 1 

In the first place it must be noted that the doctrine connotes some- 
thing more than the mere application or extension of the idea of 
natural solidarity to the social or moral order. On the contrary, it is 
an attempt to remove sotne of the anomalies of natural solidarity. A 
firm belief in the injustice of natural solidarity, or at least a conviction 
that things are so adjusted that some individuals obtain advantages 
which they by no means desire while others are burdened with disad- 
vantages which are none of their seeking, lies at the root of the doctrine. 
There is a demand for intervention in order that those who have bene- 
fited by the accidents of natural solidarity should divide the spoils 
with those who have been less fortunate in drawing prizes in the lottery 
of life. It is for Justice to restore the balance and correct the abnor- 
malities which a fickle sister has created. Just as it has been seen that 
man may utilize the forces of nature, against which he formerly was 
wont to struggle, to further his own ends, so solidarity puts forth a 
claim for the co-operation of Justice to correct the anomalies begotten 

* M. L*on Bourgeois's La Sc'.idcritf appealed originally ai a serin of articles con- 
tributed to Ihr ffauatU Row in 1896 These were published io book form in the follow- 
ing year. The different aspects of the question have been dealt with in a senes of 
lectures delivered by various authors at the £colc des Hautes Etudes social cs under 
the presidency of M. Bourgeois himself, and published in a volume entitled Esstu 
fvnt Pkilosophit it la uluianU (190a). An association for the propagation of the new 
ideas was founded in 1B95 under the name of La Soci£t£ d' Education social®. An 
International Congress was called together on the occasion of the 1900 Exposition, 
but since then the signs of activity have been few. 

French books and articles dealing with the subject are plentiful enough. We can 
only mention la StlUan U lodah tl tti StmatOa Jarmdtt, by M_ d'Eichdial (rgoj); 
the annual report of L’Aeadfmie des Sciences morales et politiques for 1903; ML 
Bougte’s book la Sclidatiara (1907); and Fleurant’s La SohlanU (1907). There is 
hardly a manual for teachers published which does not contain a chapter devoted to 



»iim ui imjiiuvcincm even remotely attainable. 
rs.nfur.il solidarity* Jeff* us that as a result of the division of labour, 
of the Influence of heredity, and of a thousand other causes which have 
just l>een described, every man owes either to his forebears or his con- 
temporaries the best part of what he has, and even of what he himself 
is. As Auguste Comte has put it, "We are bom burdened svith all 
manner of social obligations." Nor is it an uncommon thing to meet 
with the word 'debt* or 'obligation' in the articles of the French 
Constitution. In the Constitution of 1793, for example, the duty of 
public assistance is spoken of as a sacred debt. But the term was 
loosely employed in the sense of noblesse oblige or richesse oblige, every 
individual being left free to carry out the obligation as best he could 
in accordance svith the dictates of his own conscience. It is neces- 
sary, however, to transform the duty into a real debt, to give it a legal 
status, and when not voluntarily performed a legal sanction as wdl- 
If sve are anxious to know exactly how this is to be done vie have 
only to turn to Articles 1371-81 or the Civil Code, where in the chap* 1 * * 
dealing with quasi -contracts we shall come across a section headed 
“Of Non-conventional Contracts.” 

The title svould seem to imply the validity of debts not explicitly 
contracted — that is to say, the existence of obligations which have not 
involved any volitional undertaking on the part of either party con- 
cerned. The first case, that of injury inflicted upon others, whether 
wilfully or not, is referred to as quasi-misdemeanour, and other in- 
stances mentioned in the section are spoken of as quasi-contracts. 
Illustrations, which are plentiful enough, include payments made w M 
not really due, attention to the business of another without any 
definite mandate authorizing such interference, the obligation of c 
inheritor of property to pay off debts incurred by the previous owner, 
the recognition of the common interest which people living in the same 
neighbourhood possess, and which also exists between those who own 
property and those who lease it, between those who use it and we 
who inherit it. 

Wherever anything of the nature of a quasi-contract exists we to 3 ) 
^ be tolerably certain that it is the product of defacto or natural solidarity- 

1 “The fact that such a thing aa natural solidarity exists should not be 
,jX' imply that it must necessarily be just. Justice can never be re allied unto* ^ 

of solidarity are first observed; but once these have been established, tne 
must be modified to make them conform to the requirements of justice. * _ 

and the ideal should never be confused; they are the direct contraries of one ^ 

But it is absolutely necessary that Ihe first should be established before v.e c» ^ 
tbe moral necessity for the other.” (Bourgeois, FhihsofJiu tit U SobJanu, PP 3’ 
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Such solidarity may take its rise in the mere fact of propinquity or the 
mere feeling of neighbourliness; but more often than not it involves a 
measure of control over the lives of others, which is one of the out- 
standing features of a regime of division of labour. Then follow the 
familiar phenomena of fortunes amassed to the detriment of others 
through the acquisition of unearned increment and the operation of 
the laws of inheritance — the source of so many inequalities. Nor must 
we forget the prejudicial effect of quasi-misdemeanour upon the for- 
tunes of others. The result is that the whole of society seems built, if 
not upon an original explicit contract, as Rousseau imagined, at least 
upon a quasi-contract; and seeing that this quasi-contract receives the 
tacit submission of the parlies concerned, there is no reason why it 
should not be legally binding as welL 

Now the existence of a debt implies that some one must pay it, and 
the next question is to determine who that some one ought to be. 

Obviously it can only be those who have benefited by the existence 
of natural solidarity — all those who have amassed a fortune, but whose 
fortune would be still to make but for the co-operation of a thousand 
collaborators, both past and present. Such individuals have already 
drawn more than their share and have a balance to make up on the 
debit account. This debt should certainly be paid. It is all the better 
if it is done voluntarily, as an act of liberality arising out of goodness 
of heart— qma bonus, as the Gospel narrative puts it, of the rich good 
man. But this is hardly probable. Most people will pay just when they 
are obliged to; but sueh people have no right to consider themselves 
free, and no claim to the free disposal of their goods until they have 
acquitted themselves honourably 1 Individual property will be 
respected and free when every social debt which it involves has been 
adequately discharged, and not before then.* Until this is done it fa 
useless to speak or the existence of competition. 

The next question fa to dermine who fa lo receive payment. Pay- 
ment ought to be made to those who, instead of benefiting by the 
existence of natural solidarity, have suffered loss through us operation 
— the disinherited, as they are rightly called * All those who have 

’“Three «re mm drbu which are hardly notierd 11 *11. but which ought lo be 
paid all the him." (Bourgeon, ndjirfSit it U Sotutenl/. p 6o-l “There it a real 
Claim where w« thought there wai only a moral obligation, and a debt where are 
thought thete watonly a txenfre “ At the Co* pci aayt: “Unto whomaoever much u 
|«veo, of him thalt be much required." (Luke an, 4S ) “So dial ye Conor behind in 
«® f 1 Corinthiant I. 7.) 

’“No mania free u long at he it in debt. He becomet free the moment he pa ytcCT 
that debt. TV doctrine of tolulanty aa juM the eorrrctive of ihe iheocn of private 


indebted to 
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But a quasi-contract is something very different from this. Contracts 
and quasi-contracts are based upon the giving and receiving of equiva- 
lent values, do ul da, whereas mutual insurance is a kind of substitute 
for direct liability. A contract is essentially individualistic— mutualism 
is primarily socialistic. 

This idea of a quasi-contract contributed not a little to the success 
of M. Bourgeois’s theory, but it males no vital contribution to the 
doctrine itself, and he might very easily have omitted it altogether. 1 
It is nothing better than an artifice, almost a logomachy, invented for 
the express purpose of affording some kind of justification for demand- 
ing a legal contribution by treating it as an implicit or retroactive 
contract. It is more of a concession to individual liberty than anything 
else. A taxpayer grumbles at a tax which goes to provide pensions for 
the old, but it is pointed out to him that the contribution is owing from 
him in virtue not of an explicit agreement, perhaps, but at least of a 
quasi-agreement 

But what useful purpose can be served by such ironical subterfuge’ 
If it can be shown that owing to inferior moral education the law 
must have the making of a conscience for those who have none, and 
must enforce a certain minimum of social duties which appear neces- 
sary for the preservation of life and the perpetuation of social amenities, 
what is that but a form of State Socialism’ If it is pointed out, on the 
other hand, that moral progress consists in transforming debts into 
duties* rather than put itrsa, one readily realizes that it is best to 
multiply the number of free institutions of a solidarist complexion, 
such as mutual aid and co-operative societies, trade umons, etc 


forth by a single individual, ai in the case of a quasi-contract — that is, whenever it u 
impossible to determine the value of the debt on the one ha i or the credit on the 

other — th* btsl plan is lo pool those risks and advantages. This would mean that none 

would know who is really bearing the tisk or who is reaping the advantages, the risks 

being shared by everybody and the advantage* being thrown open to every one ” 

(Bourgeon, op. cil , p 81.) 

The end of the quotation apparently contradicts the statement we have italicized, 
in which he speaks of pooling risks and advantage*. With regard to the latter, it is 
enough, apparently, to secure equal opportunity. It is not verv obvious why the 
principle should be so rigidly enforced in the one case and so reluctantly in the other 
If the principle of solidarity holds me responsible for the degradation of the drunkard 
in the one case, is there any reason why I should not be allowed to share in the good 
fortune of the lucky speculator in another’ Is it because the logical application of 
this principle would directly lead to communism? 

1 One should idd that the word “quasi-contract** is rot so frequently used by 

M. Bourgeois as it is by his disciples As in many another instance, the disciples have 

outdone the master. In hi sj'kdasophu dt la SohdanU he scarcely uses the term at all, 
but seems to prefer to speak of mutualization. 

* Such seems to be the ideal of Guyau, the philosopher, in his charming volume, 
Esqinsu dim Morale tans Obligation at Sanction. 



required of him beyond the exact equivalent of his debt. 1 But, as we 
have already noted, it would be a somewhat illusory guarantee, because 
it is almost impossible to determine the amount of the debt in the first 
place. Since the amount of this debt is in some way to be fixed by law 
it may be well to begin with it. 

Should the legislator find himself driven to accept M. Bourgeois’s 
valuation, the demands made upon the taxpayer will not be so exorbi- 
tant after all. The whole mass of obligations is summed up under 
three heads: 

i. Free education for all classes of the community. Intellectual 
capital more than any other kind of capital is a collective good, and 
should never be other than common property, upon which every one 
may draw whenever he wishes. A necessary corollary would be * 
shorter working day. 

S. A minimum of the means of existence for everybody. It is diffi- 
cult to imagine a retroactive contract which refuses to grant men the 
right to live. Regarded in this light, the ‘guarantism' ofSismondiand 
Fourier, the ‘right to work’ of Louis Blanc and Considfrant, gain new 
significance and throb with fresh vitality. 

3. Insurance against the risks of life, which, being fortuitous, are 
escaped by none. VVc know the promptness with which the feeling ol 
kinship is aroused whenever one of these accidents happens on a scale 
somewhat larger than usual and assumes the proportions of a catas- 
trophe. Why should it be otherwise when a single individual falls * 
victim to the fickleness of fate? 

If M. Bourgeois has given his theory a distinctly politico- legal bias. 

M. Durkheim has taken good care to approach the question from t e 
standpoint of moralist and sociologist. , .... 

M. Durkheim draws a distinction between two kinds of solidarities. 
The first of these, which he regards as a quite inferior type, depe 
upon pttemal resemblances, and b of a purely mechanical charset*” 
like the cohesion of atoms in a physical body. The other, which consist* 
of a union of dissimilars, b the result of divbion of labour , and °f lu ^ 
is the union between the various members of the human body. ur 
heim regards thb kind of unity as of immense significance, not so mu« 
because of its economic consequence as of its important moral mu 

1 “The only thing that justice demands it the payment of debt; beyond j 
have no right to impoae any obligation whatsoever.” (Boorgeoit, tf.ttl.FV 

and jS.) 
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“which might even supply the basis of a new moral order.” Seeing 
that individuals really follow divergent paths, the struggle for existence 
cannot be quite so keen as it is generally supposed to be, 1 and this 
differentiation between the individual and the mass enables the former 
to dissociate himself from the collective conscience. Durkheim’s desire 
was to see the new ethic developed by the professional associations; 
hence the important role which trade unionism holds in his philosophy. 

Without disputing the validity of the distinction thus made, we may 
be allowed to question the advisability of treating one kind of solidarity 
with such contempt and of showing such enthusiasm for the other. 
Our hope is that the future lies with the former kind. For what is the 
object of evolution if it is not to make what seems similar really alike? 
The world is not merely marching in the direction of greater differentia- 
tion; it is also moving towards a deeper unity. This seems a well- 
established fact, at least so far as the physical world is concerned. 
Mountains are brought low and the hollow places filled. Heat is 
dissipated throughout space, causing minute gradauons of tempera- 
ture, and the establishment of a kind of final equilibrium.* The same 
law applies to human beings. Differences of caste, of rank, of manners 
and customs, of language and measurements, are everywhere being 
obliterated. And it seems by this time a tolerably well-established fact 
that the wars of the past were wars between strangers — strangers in 
race or religion, in culture or education — and consequently it was 
between people who were dissimilar that they appeared most violent. 
Therefore the march towards unity also represents a movement in the 
direction of peace.* 

Such a conception of solidarity seems more akin to the ideal which 
"e have formed respecting it, and has by far the greatest moral value; 
for if I Bin to be responsible for the evil that has befallen another, or 

1 "Thanki lo this fact, nvili need not seek to eliminate one another, but may well 
be content to taut tide by tide. Specialization it undertaken, our author thinks, not 

vith the Idea of producing more, as the rconomntt teem to teach, but merely with a 

view to enabling ut to exut under tbe new condition! of hfe which await us," (Ouuuei 

in Travail ) 

" F very brook that flow*, every lamp that burnt, every word spoken, every gesture 

made, betokeni a movement in the direction of the greater uniformity of the uni- 

verse." (Lalande, U Dusvtutw* ) 

• TliU is the tense in which aoMtsUy hat been understood by the Lausanne pYiiio- 
topher Charles Srcrftan, , n ha book La Cinlualiva rl h Crvyantt, and the tame point 
of view has been adopted by M Alfred lotultde. “Solidarity," writes Fouilldr, "hat 
all the practical value of an ideal force. The recognition of the profound identity 
which pervades humanity and the adoption of an ideal of perfect unity as the rupee, u r 
object of rational desire must assume the form of a duty In the eyes of every human 
being We should anticipate the urntv of the human race, which is as yet far from 

being realized, and which will never be perfect perhaps, by acting aa if we were 

alteady one " (Rcra* A* £Vu» AfeaAr, July t j, I pal J 

TV 


can only he just in proportion to the extent to which that other is also 
myself. 1 The practical result will be a preference for such modes of 
association as wifi group men together according to some general 
characteristic — a co-operative association rather than a trade union; 
for while the interest of the latter u in opposition both to that of the 
producer and to that of the public, the method of association in the 
former case is the most general imaginable, for every one at some time 
or other must be regarded as a consumer. 


Ill: THE PRACTICAL APPLICATION OF 
SOL1DARIST DOCTRINES* 

There is no such thing as a Solidarist schcol in the sense in which 
\ve speak of a Historical, a Liberal, or a Marrian school. Solidarity s 
a banner borne aloft by more than one school, and a philosophy that 
serves to justify aims that are occasionally divergent. As we hart 
already had occasion to point out, the solidarists are more of a political 
party than a doctrinal school, and their best work has been done in 
association with the Radical-Socialist party. Behind them is the State 
Socialist or ‘interventionist’ school. It has been suggested that the 
social legislation of the twentieth century, such as the regulations 
governing the conditions of labour, factory and general hygiene, in- 
surance against accidents and old age. State aid for the aged and the 
disabled,* the establishment of societies for mutual credit, rural banks 

1 Auguste Comte, in his usual authoritative manner, declared that solidarty 
upon the fact that men can represent one another, and consequently ** ** 
responsible for one another. ,, 

* Sec a collection of addresses by various authors published under the oue ot 
Application! sociales di U Solvfantf (1904). ^ 

tions of the solidarist movement. They marked a new departure in French 
life, and until their appearance relief, whether given by the State, the depart®** ^ 
l he commune, was purely optional (except in a few isolaird cases, sueh . 
waifs and strays). To mention only the principal ones in France, the law otJ“T 
1893, made relief in the form of medical attendance of all destitute invalids _ S’ 
upon the commune*. The law of July 14, 1 903, extended a similar beoc 
invalids and to all persons over seventy years of age in the form of 
in amount from 60 to 340 francs per annum (360 in Paris). Finally, the law “ 

1910, secures a pension to all workmen at the age of sixty, the charge being 
between tlie State, the employers, and the workmen themselves. It is a kind P* 
ment made by the members of the present generation to the survivors °* * ^ 

This relief is clearly of the nature ot a social debt, and justifies us in treating ' ; 

outcome of a quasi -contract, for on the one band it constitutes an obligation ! 

law on the part of the commune, the department, or the State, as the case rn*f , 

an obligation w hich they cannot escape — and on the other hand a right 1 , 

of the beneficiary, as in the case of a creditor in an action for the reeovery ■ I 
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heterogeneous eloncnu as enter Into the composition of the soBdarist 

pa«y- 

TIic syndicalists, who rome /inf, will hear of nothing except trad 
unionism, which is to become the basis of a new economic organiza 
tion and a new kind or ethics. The sense of solidarity is in this cas 
very strong, because the syndicai poses as the sworn foe of the hour 
gcoiaic. Nothing develops this sense like a struggle, and the stmsgh 
becomes a means of discipline. The attempts made by the trad< 
unionists to enforce this solidarity, not only upon their own members; 
but also upon workmen who are unwilling to enrol themselves ai 
members of the union, the antagonism shown for the jaunts, and the 
advent of the Solidarist or sympathetic strike, constitute one of the 
most interesting aspects of the syndicalist movement. 

Next came the mutualises, who are loudest and most persistent w 
their appeal to solidarity. 1 It ir not difficult to understand this when 
we realize the battle which they wage against the ills oriife — invalidity, 
old age, poverty, and death. It is just here that men most feel the 
need of sticking together. But if we are to judge by the sacrifices 
which they make, the sense of solidarity among the mutualists them- 
selves is not very great. They arc loud in their demands that the State 
or the commune, or even voluntary subscribers, should complete what 
they have begun,* and that the State should delegate to them the task 
of establishing workmen’s pensions and of dispensing State aid. Con- 
taining as they do some members of the middle classes as well as 
employees, they Show no pronounced revolutionary leanings, nor have 
they even a plan of social reorganization. 

Co-operation, on account of its scope and the variety of its aWL 
has some claim to be regarded as in a measure a realization 01 
. ideals of solidarism. But co-operation presents a fivefold aspect W 
different programmes and aims that are not always easily recone' a *■ 
The oldest movements in which the fraternal tradition of 184® 




1 ''The Apotheosis of Solidarity." printed in large type, appeared 
headline in one of the French morning papers. The reference »“ " * 

3 °*MuWaliu^ni so taken up with the idea oMkftriry they indi^dy 
if any of their number happens to make use of the term ■beneficence or < t| 
"Every one has a right to demand his own,” they ssy: that & tie 


thesis. On the other hand, their journal, L’Aetmr dr U MututhU, for February 

claims that societies for mutual help have a right to organize tombolas an 

.nd ihrv base their case ,mon the law cfM.vvt. 1B16. which reserves the nS*\* 


and they base their * 

lottery to “efforts of an entirely charitable character." 

ISAtenir dr In AfuluaUtt doe* not hesitate to affirm that the societie 
‘ e the existence of an element of benevolence which is O' 


, .„^tusl help 

"recognize the existence of an element of benevolence wtnen is not 
and which is rightly connected with the superior modem principle 01 social 
but which none the less justifies thd application of the law of 1836/ 
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still be viewed in all its pristine vigour are the producers’ associations, 
of which we have already spoken. Their ideal is to emancipate the 
worker by setting up a Lind of industrial republic, and they make a 
practical beginning with ' guarantism,’ which Sismondi expected the 
masters to give and which Fourier thought would naturally follow the 
establishment of the Phalanstere. 1 But however rosy the prospects 
may be they can never affect more than a very small proportion of the 
working classes. 

Distributive societies have met with a greater measure of success 
Their membership is reckoned by the million, and in some towns in 
England, Germany, and Switzerland the members actually comprise 
the majority of the population. Such is the colossal magnitude of the 
‘wholesale’ that it might even alter the whole character of commercial 
organization — that is, if we are to judge not merely by the record of 
its transactions, but also by the feeling of awe which it inspires in the 
minds of merchants in all countries, who are already claiming the 
protection of their respective Governments. Although the number of 
such societies increased in France, they never had quite the same 
practical influence there, simply because they have been lacking in the 
true spirit of solidarity. Curiously enough, these French co-operators 
have formulated a most ambitious programme of social reform which is 
wholly inspired by the experience of the Rochdale Pioneers. 1 

1 “Solidarity is just an empty word if it a not lupported by special organisms which 
can render it effective. Thu u why workmen ’a associations hate deemed it necessary 
to establish what they call * guarantum ’ . . . 

"The most unmistakable manifestation of solidarity consists in the employment of a 
part of the svealih produced by labour in order to repair the poverty caused by the 
deficient organization of labour, which leaves the worker and hit family liable to the 
■cutest suffering whenever illness, old age, or misfortune crosses their paths ” (Pro- 
gramme on the rover of a journal known as L’Auocuilion rarrwrr, the organ of the 
producers’ associations.) 

•This co-operatist programme is generally known in France as that of the Ccole 
dc Nlmes. Really it u a development of the suggestions thrown oul by Ibe Rochdale 
Pioneers in iBjf Retiard, who gives it a place in his SjiUmit tocialuUi, eonsideri 
that it is a little indefinite It seems to us, on the other hand, to be about as precise 
as any of the other socialist systems that attempt to envisage the future, and it has 
this advantage, that its prophecies were realized in a fashion that u meet unmistakable. 
See a brief rfeum* of the programme in a lecture by Gide on the occasion of the 
centenary of the French Revolution, published in the volume entitled Cb-op/rd/ion 
{Du Trani/ormatuns gue id OMpAfllnm sir epftltt i riclistr Jtuu VOrdit tnmmiqui). 

The task of reorganizing society belongs, not to the producers, but 10 the con- 

sumers, for while the former are inspired by the co-opcrauvc spirit, the latter are 
imbued with enthusiasm for the general well-being. Consumers have only to unite 
and all their wants are satisfied just in the way they desire, for they can either buy 
directly from the producers all that they need, or they can, when they have become 
sufficiently rich and powerful, produce for themselves in their own factories and on 
their own lands. This wsiuld mean the abolition of all profits, those of middlemen 
and minu r iciurm alike The societies would retain only as much as would be 
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nothing more than a mere metaphor, becomes a reality under the 
inspiration of this new doctrine of solidarity. Once it is realized that 
property is simply the result of the unconscious co-operation of a large 
number of causes, most of which are impersonal, the tendency will 
be to eliminate it altogether or to adapt it more and more to collective 
ends. Alfred Fouillde,* a French philosopher, aptly put this aspect of 
the question when he spoke of social co-proprietorship being grafted 
on to individual property. 

The modifications introduced into the study of jurisprudence by 
emphasizing its solidarist aspect are occasionally spoken of as “juridical 
socialism,” a term that is not very clear, to say the least. The jurists 
who have undertaken the task of applying this new principle to the 
study of jurisprudence have not merely adopted the quasi-contract 
theory as the basis of their work of reconstruction, but have also 
refused to recognize any absolute rights of property; in other words, 
they claim that the proprietor has other responsibilities besides the 
mere exercise of those rights ( qui mo jure ulitur nemxnem ladere mdelur). 

Instead of emphasizing the new principle known as the “abuse of 
rights," they prefer to claim the complete subjection of all private 
rights to the public weal. They point to a thousand instances in which 
a proprietor ought to be held responsible, though through no fault of 
his own, for the results following from the discharge of his economic 
duties." The existence of such a thing as an acquired right is also 
denied, chiefly on the ground that fictitious rights of this kind bar the 
way to progress by setting up a claim for indemnity." 

1 La Proprieu socials et la Dlmocrolis. 

* The result ts that mailers are nowadays held responsible whenever a workman 
meets with an accident, or falls ill even. They are also liable to damages whenever 
they pay off their men. Owners of urban property are no longer allowed to build 
according 10 their fancy, and any property set up in contravention of the sanitary 
regulations u immediately demolished. Further progress along these hues would 
lead to juridical socialism See Lis Transformations du droit noil, by Charmont, and 
Lo droit social it It droit whmdusl, by Duguit. 

* Anton Meager, of Vienna, 11 the protagonist or this view. See his book Doj 
bUrgcrlicbt Ruht tmd in bmtilasm Vo Iksklassm (1890). Another of his works. Das auf 
dm collm Arbnlirrtrag, has been translated into English and contains a valuable preface 
by Professor FoswrU. Meager maintains that at the basis of the economic order are 
three fundamental nghts which may be compared with the political demands put 
forward in the Declaration of the Rights of Man. These nghts aret fil the ngh t to 1 * 3 *- 
thtKhsIsjEISductpnj'XmuI^iJhtnghUo.work ,(i)_thc_nght to east^llff which 
rlMns_wcrc.put-ibrwani_by_ConsidtraiiV LouiTUlanc,. and Proudhon,, the.Irtnch - 
i°g?lia U . of I P- 1 R See also Lassalle’s hook Das Sjtsttm dir erworbmtn Rechu Me Anon < 
should also be made of Emmanuel Ltvy, who has published several article* of this 
kind, especially the pamphlet entided Capital « Troon!. 
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IV: CRITICISM 

Notwithstanding the popularity of the term ‘solidarity' and the 
numerous attempts made to give effect to the doctrine of which we 
have just given a summary account, it would be a mistake to imagine 
that the theory met with sympathy everywhere. On the contrary, 
it was subjected to the liveliest criticism, especially by the Liberal 
economists. t 

It is not that the Liberals deny the existence of solidarity or disap- 
prove of the results which follow from its operation. The discovery of 
the law of solidarity under the familiar aspect of division of labour 
and exchange constitutes a part of their own title to fame, and extrava- 
gant were the eulogiums which they bestowed upon its working. 

They still, however, hold firmly to the belief that economic solidarity 
is quite sufficient, and that it is also the best imaginable, despite the 
fact that it may be our.duty to organize it afresh. Is it possible to 
improve upon a system of division of functions which gives every one, 
every day of his life, the equivalent of the service which he has rendered 
to society? Bastiat in his fable Tht Blind and tH* Paralytic compares 
this distribution of social effort to an understanding between two such 
persons, whereby the blind does the walking nnd the maimed Indicate! 
the direction. 

Members of this school were strongly of the opinion (hat it ivai 
enough to let this principle of each for all work itself out under the 
pressure of competition. And as a matter of fact Is it not to the interest 
of the producer to consult the wants and tastes and even the fancies of 
the public? Altruism pursued in this spirit, as it well might hr, nimi- 
fests itself as an incessant desire to satisfy the wants of others, » n ‘ 
even to live for others. It loses none of its force by becoming, 
of a mere ideal, a professional necessity which no producer ran ail" 
to neglect without running the risk of failure. • And St Is 0°* on J 
between producers and consumers, but alio between capital *"* 
labour, that such solidarity exists. Neither can produce without 1 •* 
ocher, and the interest of both ts to have at Urge a produce as p«« s| 

A similar kind of solidarity exists among nations. T he tidier our fl' 1 * ■* 
Lour* are the better chance of our finding an outlet ("* out products 


* “Tt- yro&jtn » «««»! •>«*' ihs w.tlUwt tdhe si-r.w »< t**rf 
Ha r.oij)«Vi >« wuie eotjoth ui iMh.lt wh.lt lit bmeuiu'f- ^ 

a*J Oaf iruupMI a*er>« a/« on the lubk-nur tar fchsl »i-l ft*** **** (j 

uj*»j ir> shot he >hui) tixy or* wehar, he wU as tc ihra's'®* 
xt»*e pr«« v, >U«| chey ten te 1 4 vtoji* “ wot U, *»i-> h *'•**•* **“* . M 

wnoen b» Ea»ui, are uhn trvm a smati yet ntums 

Omvus. amt «c<!oJ Le SL*tU J* U Ctwtwmmt 
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Moreover, none of these toliioriUt but is essentially just, since every 
one receives the exact equivalent of what he Rives. What can the 
ness' doctrine of solidarity add to this, unless it be, perhaps, an element 
of pure parasitism? 1 

For what is the essence of the new doctrine if it is not that those 
members of society who arc possessed of a certain superiority of posi- 
tion, either material or intellectual (which is very often the result of 
the greater contribution which they have made to llie material or 
intellectual capital of society), by a Isold inversion of their material 
positions should find themselves treated at the debtors of such as have 
not succeeded’ The natural result is that there are springing up every- 
where in society whole classes who are living upon die claims of soli- 
darity, just as their predecessors lived upon the claims of Christian 
charity. More daring than their forebears, they have none of the 
humility of the ordinary beggar, but boldly demand their due; not 
for the love of God, as was svont with the true mendicant, but in the 
name of some quasi-contract, with a policeman within hailing distance 
lest the debtor should not acquit himself in a sufficiently graceful 
fashion. Hence the swarm of pensioners and semi-invalids, of unem- 
ployed who patronise the relief works, and of victims of accidents 
more or less real, of parents who have their children reared for nothing, 
of manufacturers and proprietors who make a profit directly or in- 
directly out of the existence of public rights, and of public servants 
who in the name of professional solidarity trample national solidarity 
underfoot and sacrifice the interests of both taxpayer and consumer. 

The economists have never held the doctrine that commutative 
justice by itself— mere do ul des— is enough. Adjacent to the realm of 
justice lies the domain of charity. But to annex this zone to the 
dominion of justice and to claim solidarity as a justification seems utter 
futility. 

- There is no avoiding this dilemma. Either they get the equivalent 
of what they give, which is the case under a system of free exchange, 
or they do not— in which case they must be getting either more or less. 
In other words, they arc either parasites or destitutes — a case of ex- 
ploitation or of charity. 

It is further pointed out that the whole trend of evolution appears to 

**• Solidarity serves as a pretext for those people who want to enjoy the fruits of 
the labour of others without taking a part in such labours themselves, and for poli- 

ticians who want to win adherents to thar cause; it is just a new name for an unhealthy 
kind of egoism." (VUfredo Pareto, U PM loaahsU, in the Journal dtt Economist!! , 
May 15, 1900.) 

“The soUdarist theories would limply greatly increase the number and incapacity 
of the unemployable." (Demolins, Lss Suf^rionU dcs AofUSoocnj.) 
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give no countenance to this doctrine of solidarity, and that const- 
quently it is of the nature of a retrograde movement. Even in the bio- 
logical realm we come across what looks like a persistent effort to 
attain independence or autonomy, a struggle on the part of the 
individual to free himself from the trammels of hi* descent. 1 Suds 
must be the explanation of man’s heroic efforts to leave the earth 
• and rise towards the skies, and the consequent exultation which the 
aviator feels when he find3 that he has overcome the force of gravity 
and broken the last link which bound man to his mother earth. Turn- 
ing to criminal law, we are met with similar considerations there. 
The collective responsibility of the whole family or tribe seemed quite 
just to the primitive mind, and the sons of the Atridx and the descen- 
dants of Adam suffered with hardly a murmur for the sins committed 
by their parents.’ But to us the doctrine is simply revolting. Whenever 
such penalties arc demanded by nature we can only submit with the 
best grace that we can command. We are reluctantly bound to admit 
that the innocent does suffer for the faults of others— that the chi&f 
perishes because the parent was a drunkard. But we, at any rate, 
regard inch things as evil, and valiantly straggle agauttt them. 1 c 
are not much given to raising altars to Eumenides. \Vhen solidarity 
breeds contamination we seek to counteract it by a strict individualism 
that immunes. The innumerable fetters that had been riveted toge w 
by the old co-operative regime were ruthlessly tom off by ^ren 

Revolution. YVhy attempt to forge new chains by giving to eae 
individual a hypothetical claim upon his fellows? 

Tlie moralists in their turn have also raised objections. They 
to know what new principle of morality solidarity professes to tea • 
When it has been shown that my neighbour’s illness may eas ytons 
pass my own death, what new feeling will the mere proving 0 
beget in me? WiJ] jt be Jove? Is it not much more likely to r ^ c ^, 
itself as a desire to keep him as far from roe as possible— to get n ^ 
him altogether like a plague-stricken rat, or at least to 1 ^ 

locked up in some sanatorium or other? I may perhaps be foun m 


> “ The distinctive feature of evolution teems to be the growing * r0 . . ^ j 

organisms to attain to a position of independence by acquiring * cfrU'n . 
specialized slid." (De Launay, L’Hubnrt d* Is Ttrrf.) The eryitw » tf'inle- 

de Launay, in grouping itself in the fo — ~ r i-V-t-on is »n ertffenio - ■ > 

pendettce as well as a means of defence 
s break away from iu environment The animal form in 


in its 


n of a polyhedron is an 

"ie rrvttal is simply the ea'hcit 

imal form in the ocean depth* that es 


“The primitive 


s an age of solidarity. Crime was no " jrt ' c y 1 j* 

and that the innocent should suffer for the sale of the guilty seemeu 
order of things. It is only in an age of reflection that such dogmas *rP r " 

(Renan, Asm* de U Seine*, p. 307.) 
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wiling 10 contribute toward* the upkeep of the unatorium, hut the 
dominant motive will be fear, or »elf-interest, if that word »cems 
preferable.* 

Thu* solidarity, white it doe* not seem to contain any new doctrine 
of low, tend* to weaken and to suppress the sense of responsibility by 
treating society as a whole, or at least the social environment, as the 
source of our errors, our vice* and crime*. Individual responsibility, 
however, is the very basis of morality. 

Such are the criticisms preferred by individualist economists. It 
would lie a mistake to imagine, however, that the socialists, the 
anarchists, or the lyndicatists have treated the doctrine with any 
greater degree of indulgence. The proposal to reconcile master* and 
workmen, rich and poor, in a kind of lilly, sentimental embrace is a 
menace to socialism and a denial of the principle of class war.* 

All such criticism, however, utterly fails to convince us. It may be 
well, perhaps, to get rid of the coercive element in the discharge of 
social debt, but that doe* not do away with the valuable contribution 
made by solidarity both to social economics and to ethics. 

Solidarity by itself does not fumbh a principle of moral conduct, 
since it is just a natural fact, and as such it is non-moral. Whenever 
we imagine that solidarity is something evil, that judgment in itself is 
a proof that we have had recourse to some criterion outside solidarity 
itself by which to judge of its good or evil features. It is quite possible 
also that the idea may be exploited for the profit of the egoist. If 
solidarity is nothing but a mere cord binding us together it may quite 
possibly happen that it will be used to exalt some people and to pull 
others down, and the number brought low may even exceed the 
number raised up. We need not be surprised if occasionally we find 
that instead of increasing the power of good we have extended the 
opportunity for evil. But we roust speed the coming of these new 
powers in the hope that in the end good will triumph over evil. Soli- 
darity by itself cannot furnish a rule of moral conduct to such as have 
none already; but, granting the existence of a moral principle, it 


* Anil-kissing leagues, inspired not by any punun motives, but arising solely out 
of fear of bacilli, were formed in the United States. One must not be surprised 
if a league against hand-shaking is established next; although this would be rather a 
is result of a doctrine of solidarity that is always represented by the device of 


lengthy, lively 


two hands clasped In < 

In Paul Bureau’s book La Crist narolt its Tmpt n 
criticism of solidansm from the moral standpoint. 

This is how we find it appraised in la hiovotmmX socialists ; "The development of 
f the moat disquieting^ features of the present time. It affords a 
- ' considerable slackening of energy.” (Issue for 

book on sohdarism ) 


solidarism is ont 
July 1907; Paul Oli 
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tree is independent, and so perhaps is Ibsen's hero in revolt against 
society. The king on his throne, on the other hand, who never speaks 
except in the plural number, is always conscious of his dependence. 
But the savage because of his independence is powerless, whereas the 
king because of his dependence is very powerful. Solidarity, whether 
it be like the rope that binds the Alpine dimber to his guide which may 
lead them both to the abyss, or like the patriotism that rivets the 
soldier's gaze upon his country’s flag, cannot detract from individu- 
ality. If it be true, as was said just now, that the crystal is the earliest 
effort of the individual to render itself independent of its environment, 
we must never forget that it is also the earliest realization of true 
solidarity itt the form of association. 

As to the argument of the economists that mere exchange is the 
only form of solidarity that is at all compatible with the demands of 
justice, all the schools whose fortunes we have followed in the course 
of this volume have declared against this view, not excepting even the 
Mathematical school, the latest offspring of the Classical tradition. 
Esau’s bargain with Jacob, the contracts between the Congo Company 
and the blacks, or between the mirrprmnir and the home-worker, are 
irreproachable from a Hedonistic standpoint (see p. 509). But no one 
would consider such primitive exchanges, which, as Proudhon elo- 
quently remarks, savour of retaliation — an eye for an eye and a tooth 
for a tooth— os evidence of the existence of solidarity 

Even if we conceived of exchange as a balance the two tides of 
which arc in equilibrium, it is impossible to escape the conclusion dial 
tl»e contracting parties fare rather differently w hen they do not start 
on a fooling of complete equality There is always a Brennus ready to 
throw his sword into the scales. 

It it only natural that we should ask oursrlve* what it to be done 
under suth tircum via nets. Must we lie content simply to resign our- 
selves to our fatr? This seems inevitable if it lie true, as the economists 
stem to suggest, that human relations deprnd entirely upon exchange 
• ml Its derivativ rs— selling, lending, wage-earning, etc. But it is quite 
otherwise when these human relations are regarded as the outcome 
of awoeiatinn, whether professional, mutuahst, or co-operative.* 

1 Aw»UiW, rvras when the cJj—t in tin la purr I r sonoio, hu a moral > alii* 
wtprevir <0 ran han«*' 

(I) iMemah u 11 lUm implies, tna4.1>umi to mrmr-y pa nne e L a fertnifl umfirr 
*4 lime *ivt ifmUe, f-rrl.apa awn <4 IrvSepctvWetrr. Si inrolrra aamrahinf more 
than lie aUiciitw to atirtvi mminfi tol ao ramf ran to rsVa. 

(ft li taiplus rneiUnt aw than a mere art *4 ortwair aahxla S completes 
l« an ln*i ant an4 at on* HRti !l impim tlir IMrtnir nJUtacalwai «T IW partsm 
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in 1 8^0 for <20. at a time when the population was only fifty, and which 
in 1836 was sold for $25,000, was valued at $ t ,250,009 at the time 
of the International Exhibition in 189 ;.^ It has been calculated tluf 
the increase in ground rents in London between 1870 and 1893 B 
represented by no less a sum than £7,000,000. Hyde Park, bought 
by the City of London in 1652 for £1 7,000, was valued in tgoont about 
£ 8,000,000. M. d'Avenel states that in Paris a piece of Lind belong 
ing to the Hotel Dieu which was valued at 6 fr. 40 c. a square metre in 
1775 was worth 1000 fr. in tpoo, 1 and M. Leroy-Beaulieu mentions a 
piece of land in the neighbourhood of the Arc de Triomphe which 
between 1881 and 1904— in twenty-three years— had doubled in 
value and was at that time selling at 800 fr. a metre as compared with 
400 fr. formerly. 1 We hast merely quoted a few isolated examples, but 
they may be regarded as typical. 

V Carey and Dastiat have not made many converts, evidently. ^The 
majority of economists have either accepted Ricardo's theory or, 
having been induerd to examine hn position thoroughly, h»w been 
led to develop it, but none of them has denied the reality of the income 
derived from land^'flencc the very curious twofold evolution wWrh 
,v» j the theory presents. 

I.'6n the one hand there has been discovered n whole series of tlifTeren- 
’ tial revenues analogous to the rent of land, which, according to dir 
expression of a great contemporary economist, "is not a thing hi 
itself, but the leading species of a large genus "* »Oiv the other h.u'il 
(and this second line of development is perhaps more curious than the 
first), while Ricardo considered ihat the rent of land was an economic 
anomaly resulting from special tin urnstances, such as the. uneq'ia 
f-rti.'.'ty of the Lind or the Lw of diminishing returns, modern ihrrrlt't 
regard is simply as ihe normal result of ihe rrgular operation of 1 * 
laws cf value. The rent of Und and similar phenomena seem l" { 
in swib da* general ihetvy of prtrn, anti I he theory of rent so Lil<orio , ii 1 
ciratructfsl by the Classical school tills into the Lwkground** 
CWTjparjiively useless. fJcsj.ite ,,j prestige throughout (he illV.crrrn^ 
xrrrury *1 is ot/w regirded by many writers as » mere 
curk*jty 

T2. j d'tihlr ev'.hiivm it tl.r of ti mu! u reran tff'trtt tin * J> 

part of a great nu rcts-r <./ erouomtsfs. It is almost inipo***LI« t '» 11 u 

* Ov» (fao an uba bum il« trt p*r*t l.tfl 1 1 St ^ 

*. W <an it« S'— ^ [ «o.U» f ^tX-i. V. (Wxw, V.v<! try.ei'-i b>*t f* 

* F Ure I'Jtl ir fi^ur it ftnr ft Jt- 
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a regular sequence of advances from one to the other, and we shall 
content ourselves with a mere mention of the names of those who 
"have contributed most to it, their actual words being quoted whenever 
possible. 1 

In the first place, we have a number of differential revenues 
which are exactly analogous to the rent of land. Equal quantities, or, 
as the English economists prefer to put it, equal doses of capital and 1 
labour_applicd_to different lands yield different revenues: such was 
the classic statement of the law of rent. Ricardo attributed the 
existence of rent to the presence of particular phenomena appertain- 
ing only to land, such as diminishing returns, unequal fertility, greate r 
or lesser_distancefrom a market. ^But it has long beenrealized that 
agriculture is by no means the only domain in which capital and 
labour yield unequal returns^ a a -< 

All natural sources of wealth — mines, salt-wor ks, and fisheries — 
give rise to exactly similar phenomena. Their productivity is not 
identical, their fertility (if the term is permissible) presents the same 
differences and their position relative to a market the same variety 
as in the case of cultivated lands. Consequently every mine, every 
salt-work and fishery that is not on the margin of cultivation yields 
a differential revenue or rent because of its greater productivity or 
more convenient situation. Ricardo had recognized this in the case 
of rnineSj, and Stuart Mill Insisted upon its further extension.* 
""Further, land ts_ not employed for tilth only; it is also frequently 
used for building purpose s. The services which it renders in this con- 
nexion are not less important than the others, and between different 
sites there arc as many distinctions as there are between the various 
grades of cultivated lands. Their commercial productivity, if wc may 
so put it, is by no means uniform 

The ground-rent of a house in a small village 'll hut a little higher 
than the rent of a similar patch of ground in the open fields, but 
that of a shop in Cheapside will exceed this by the whole amount 
at which people estimate the superior facilities of money-making in 
the more crowded place. In this way the value of these sites u 
governed by the ordinary principles of rent.* 

' There Is m good account of ihe evolution of which we have given a brief r#sun* 
in a work published as fsr back as lBGS, entitled PonsS nw Knhxkn Dagmm- 
t'Khuhu drr CrundmU, by Edward Berens (teipeig), but especially in La Tkhnt it 
(a mu rt um xfranoa rfcnlt, by Paul Frtsouls (Montpellier, igoO), and in the very 
interesting articles of Herr Schumpeter, Dal is du IVtWiaifildtrr, 

which appeared in Schmoller's Jdfahrk in f90J, pp. Jt and 591. 

• Ricardo’s Prwtffo, chapter m, “On the Rent of Mines.” qf. Stuart Mill, fWifir, 
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where he applies the term 'rent' to "ail peculiar advantages of extra- 
ordinary qualities of body and mind.”0 
The simple su gges tion t hrown out by. Mill and Senior h as tong since ij 
Kee n dev eloped into a full-biown theory by Francis ^Walker, the 
Amcj icatu r™ 00 ™’* *- The conception of profits as the remuneration 
of the entrepreneur's exceptional skill is examined in his Treatise on 
Political Economy, and is further treated in considerable detail in the 
Quarterly Journal of Economics for April 1887.* 

We have already commented upon the optimistic tendencies of 
certain American economists. Carey was a case in point; so is Walker. 

In a work entitled The Wages Question, published in 1876, ^Walker 
made a successful attack upon that most pessimistic of theories the*., 
wages fund, and forced economists to recognize that to some extent 
at any rate the wages depended upon the productivity of the under- |p-- 
takiiig.^But to show the possibility of wages growing with the increased K "! 
productivity of industry was hardly enough to satisfy sensitive con- ^ , 
sciences. \jWalker was particularly anxious to foil the socialists by d~ 
showing that profit b not the outcome of exploitation, and it was with ^ 
a view to such demonstration that the doctrine of rent was so greedily 
seized upon 

By the term ‘profit* Walker understandsT he sp ecial remuneration Ja< 
of the entrepreneur * omitting any interest which he may draw as the ‘J 
possessor of capital, t/fhb dbdngubhes him from the majority of ' 
English economists, who, contrary to Continental practice, have always 
persisted in confusing the functions of the entrepreneur and the capitalist. 
Neither is he content to regard jus work as confined to simple business £4\ 
arrangement and superintendence, which would result in hb being 
paid a salary equal to that of a managing director His work b 


u it is dearly a aurplus, the labour having been previously paid for by 
average wages, and that surplus the spontaneous gift of nature, we have thought it '' 
most convenient to term it rent.” (Quoted by Cannan, Production and Dcstntulum, 

t In an article entitled The Source of Buiinas Profit. 

Waller “ on * of lh « G 01 of the English -ape aling economista to male this dim’ 
uon and to employ the term ‘profit’ in a narrow tense, distinguishing it hm *•** 
on the one hand and wages on the other. He even went so far as to »•»>'"■ 
wages of superintendence and direction because this wo ‘ f lupcrriw--*'. 4 ' 
delegated to others (I Pager Qtvrtm r, and «L, »89f,'pp~' * **>-"• /raa! 

function performed by the . namely, 

requires special remu Jh»t 


ENT AND IT8 APPLICATION! 


576 THE THEORY OF R 

altogether of a more dignified character, and consists largely in antici- 
pating the fluctuations of the market and in organizing production 
Jo meet them — in a word, in adapting supply to demand. en tre- 

preneur is the true leader of economic progress — a real “captain of 
industry.” 1 

/All this implies, says Halter, differences in industrial revenues 
exactly analogous to the differences in agricultural incomcsJ^Some 
industries yield no profit at all beyond remunerating capital and 
labour at the normal rate and leaving enough for the entrepreneur to 
prevent his abandoning the undertaking altogether. Other industries 
yield a little more, and by imperceptible gradations we pass fro® 
such mediocre undertakings to more prosperous ones, and finally 
reach those that yield immense profits^ The question then arises as 
to whether such abnormal profits in any way represent wages that 
have been withheld from the workers. This is not at all likely, because 
wages are often highest where profits are greatest. Cuteris paribus, the 
probability is that the greater profit in the one industry as compared 
with another implies the greater capacity of the entrepreneur in the one 
case than in the other. ^The superior income is a pure surplus like 
the rent ofland^^Under free and full compeution,” says Walker, 

the successful employers of labour would earn a remuneration which 
would be exactly measured, in the case of each man, by the amount 
of wealth which he could produce, with a given application ot 
labour and capital, over and above what would be produced by 
employers of the lowest industrial, or no-profits, grade, making 
of the same amounts of labour and capital, just as rent measures 
the surplus of the produce of the better lands over and above w j> a 
would be produced by the same application of labour and capt 
to the least productive lands which contribute to the supply of tne 
market, lands which themselves bear no rent.* 

y/tf'alker’s theory contains a good deal of truth, although it j» not, 
perhaps, quite as new as he thought it was, 0"he opinions of MM an 
Senior have already been referred to, and more than one Continent 
economist, from J. B. Say to Mangoldt, and including Hermann, 
have propounded similar views\ Nor has the doctrine ever been com* 
plctely triumphant in economic circles, ^fo sr co ntemporary. write**- 
PQ-doubj, regard profit as a kind of rent , due partly, but_only part ), 

1 Tim u bow Walker lumnunin hb duties: “To fumuh » 1 *> 
commercial knowledge, and powers of adminlit ration; in aouroe tr j 

provide against conungenciei; to lhape and direct production, and w orf»~ 
control the industrial machinery." ( 71 # lt'#;u Qptitw, p. *4J ) 

* Walker, Quortr rfjr Jotnal «/ Etetomut, Apnl 1887, P- » 7 ®- 

* Hermann, C Wraobsipw, p. to 6; for J R Say rf. p- t »9 
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to the p ersonal. abilily_pf_thc. entrepreneurS^lh cr economists— such as 
Marshall,* for example— think that they can trace some other elements 
as well, such as insurance against risk and payment for the necessary 
expenses of training the entrepreneur .* Walras, on the other hand, omits 
these last two items and points out that under static conditions the 
entrepreneur would neither gain nor lose. The sole source of profit, 
then, are those ‘dynamic’ rents which are the result, so to speak, of 
the perpetual displacements of equilibrium in a progressive society. 
But these dynamic rents are extremely varied in character and bear 
no relation to the personal qualities of the entrepreneur. 

■ ✓fclark 4 and others, although subscribing to Walras’s dictum that 
profits are really composed of rents, think that there may be static as 
well as dynamic rents and that Walras’s hypothesis of a uniform net 
cost for all undertakings is altogether too abstract. Only in the case 
of the marginal producer, whose expenses are highest, is there any- 
thing like equilibrium between costs and price. The other producers, 
even when there is no such thing as a temporary displacement of 
equilibrium, are able to make substantial incomes out of the various 
species of differential rents already mentioned — proximity to market, 
better machinery, greater capital, etc Marshall speaks of such 
incomes as composite rent. 1 

Walker’s theory has evidently not been accepted without consider- 
able reservations. And we need only remind ourselves of the way in 
which dividends are usually distributed among shareholders to realize 
the inadequacy of his conception of rent and the exaggerated nature 
1 Pantaleoni (Eromumu pur a, Part III, chapter iv) seems to be the only economist 
who accepts Walker’s theory without any reservauon 

* For his criticism of Walker see the Quarterly Journal of Economics, 1887, p 479, 
and the Principle!, 41b edition, p 705, note. In conformity with English tradition, 
Marshall includes within profits any interest upon such capital as the entrepreneur 
possesses. 

•Pantaleoni males the same distinction- '‘Profits," says he, “may be the result 
of superior ability acquired either by assiduous study or prolonged preparation. Ip 
that case we are dealing, not with a kind of rent, but with a species of profit which 
may be very remunerative but which is nevertheless amenable to a very different 
law from that which generally regulates the investment of capital " (Economia pur a , 
Part III, chapter iv ) On the other hand, Pantaleoni refuses to recognize the existence 
of an element of insurance against risk as an item in profits, because, as he points out, 
if the premium has been carefully reckoned up and compared with the nsk, "it 
ought on an average to be equal to it at the end of a certain number of years, so 
that the net rent would become equal to zero " {Ibid ) 

* Cf. Diitriiutum of Wealth {1899) and Essentials of Economic Theory (1908). 

* Moreover, the entrepreneur may find himself forced to yield a part of this composite 
rent either to the landlord or to the capitalist from whom he has borrowed bis capita] 
or to the workers by whose superior ability he has benefited. The difficult question 
of detemtining w hat proportion ought to be gn en in this w ay is discussed by Manhafl 
in his Principles, Book V, chapter x. para 4; Book VI, chapter viii, para. 9. 
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of his attempted justification. Would anyone suggest, for example, 
that such dividends are merely the result of exceptional ability? 1 

This attempted explanation of profit affords, perhaps, the most 
interesting illustration of the extension of the concept rent, although it 
is by no means the only one. ^Iie Ricardian theory, worked out to 
its logical conclusion, reveals the interesting fact that there are as 
many kinds of rents as there are different situations in the economic 
world.y Whenever it becomes necessary to unravel the mystery rur- 
rounding individual inequalities of income recourse is had to a 
generalized theory of rent. “All advantages, in fact, which one 
competitor has over another, whether natural or acquired, 1 whether 
personal or the result of social arrangements . . . assimilate the possessor 
of the advantage to a receiver of rent.”* Something of the variety °f 
concrete life is thus reintroduced into the Classical theory of distribu- 
tion, although all this was at first rigidly excluded by the doctrine of 
equality of interest and uniformity of wages. 4 Th e theory of ren t a 
an indispensable complement of the Classical theory of distribution, 
giving the whole thing a much more realistic aspect. It Is, as it were, 
the keystone of the whole structure. 

But the theory has also undergone another species of transforma- 
tion. Ricar do conceived of rent as essentially a differential revenue 
arising out of the differences in the fertility of soils.* Were all land* 
equally fertile there would be no rent. The same remark applie* to 
the various species of rent discovered since then. There is always 
some inherent difference which explains the emergence of rent, sue 
as the greater suitability of a building site, the greater vigour of ' 
worker, or the superior intelligence of the entrepreneur. ^They arc a 0 
a type. Entrepreneurs who produce the same article, workmen to mg 
at the same trade, capitals employed in the same kind of undertaking 
may be grouped in an order of diminishing productivity, much a* 


1 Walter might answer hy saying that the dividend is limply the intrrnt upon 
capital- But we can hardly bring ouorlvn to believe tbit. . 

•Thia word ‘acquired 1 is not quite in conformity with the pure theory « 
for if theae advantage* are acquired the remuneration thus received MioutJ ee ‘ 
tillered merely at interest upon capital spent. 

* Stuart Mill, PnseifiUs, Book Ill^dupitr v, jura 4*^ ^ lwIm _t , l,if e tent 


- “Wage* and profits represent ll_ . 

may be taken to represent the differential and peculiar: any diffrrrr.ee 
certain producer!, or in fovour of production in certain circumitancer. brrn * ** 
tourer of a gain, which, though no. called rent unW paid (MfathttDr by 
to another, u governed by U-a eruirely the aame wt.h it. (fo U. Book III. chapter e, 

ir should be remembered. I. the dil&rcoce between the produce 
V equal portion, of labour .0.1 capital employed on land of the .ante or diffcr« 
jqualioet .“ (Ricardo, FViheyfcW. ehsp^t W > 
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Ricardo grouped the various species of lands. The last mtrtprenntr of 
the series, the last worker, or the last item of capital each earns just 
enough to keep them at that kind of employment All the others 
produce more, and, seeing that they all sell their goods or services at 
the same price, they draw a rent which is greater than the income 
enjoyed by the otheti by the difference between their productivity 
and that of the Last of the series. ^Yhe whole economic world seems 
to be under the dominion of a kind of law of unequal fertility, not of 
lands merely, but of capital and individual capacity as well — a law 
which is sufficiently general in its application to explain all inequalities 
in the revenues of the different factors or production.^- 
W'c cannot help feeling the artificiality of this conception and 
wondering whether the differences in revenues are not capable of 
explanation upon the basis of a simpler and more general principle. 

It it impossible to take account of them directly and to treat them as 
something other than an exception or an anomaly? One cannot avoid 
asking such questions, and the reply is not far to seek. 

Doubts arise as toon as we reali se that land may yield rent apart 
from any inequ ality in its fertility. 3Jf the whole land of a country 
were required for cultivation, all of it might yield a rent,*' says Stuart 
Mill. 1 Apparently all that is needed is an intense demand and a 
Jupply that is never equal to that demand, so that the price is perma- 
nently above the cost of production.*} Jn such a case even the worst 
land — assuming that all is not of equal fertility — would yield a rent. 
Mill was of opinion that this rarely happened in the case of land, but 
was by no means uncommon in the case of mines. 1 Obviously, then, 
rent is not merely the outcome of unequal fertility, and the cause must 
be sought elsewhere. Stuart Mill had obviously foreseen this when he 

• /’riwrplM, Book II, chapter xvi, para. a. 

y* Ricardo had already made use of the following argument. "Suppose that the 
demand js for a million of quarters of corn, and that they are the produce of the land 
actually in cultivation. Now, suppose the fertility of all the land to be m diminished 
that the very same lands will yield only 900,000 quarters. The demand being for a 
million of quarters, the price of com would rise, and recourse must necessarily be' 
had to land of an inferior quality sooner than if the superior land had continued to 

produce a million of quarters ” {Principles, chapter xxxii, p. 246 > Towards the end, 

of his life Ricardo seems to have been more favourably inc li ned to a en nreptinn 0 fj c 
rent somewha t c loser atm to . f. B Say’s Compare the curious quotations" giVenth ] 3. 
Frfaoulj, np. «| , p. 21. ; 

*”A commodity may no doubt, in some contingencies, yield a rent even under 
the most disadvantageous circumstances of its production; but only when it is, for 
the^timc, in the condition of those commodities which are absolutely limited to supply, 

a permanent condition of any of the great tent-yielding commodiuea.” {Pnnctplts, 
Book III, chapter v, para 4 ) For the position with regard to mines see the same 
chapter, para. 3 
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taid tfi.lt *'a thing - which h limited in quantity is still a monopolized 
artklf.*’ 1 

Cut if iticli Ijc the explanation of rent cm land which is the last to 
be pvit under cultivation, what is the explanation in the case of better 
lands? He are not sure that Stuart Mill foresaw this problem. 

This is how he explains the emergence of rent on land No. I. Pro- 
duction having become insufTicient to meet demand, prices go up; 
but it is only when they have reached a certain level — a level, that is 
to lay, sufficiently high to secure a normal return on the capital and 
labour employed — that these lands will be brought under cultivation.’ 

The cause of rent in this case is obviously the growth of demand 
and. n ot the cultivation of land No. a, because the cultivation orOy"took 
place when the prices had risen.* Moreover/ the effect of this cultiva- 
tion will be rather to’check than to encourage the growth of rent by 
arresting this upward trend of prices through increasing the quantity 
of com on the market. The rent of land No. I is consequently J 1 
scarcity rent which results directly from an i ncr eascd _dcmand afld « 
independent of the qual ity of the la nd- The rea l catt y of rent on al 1 
lands, whether good or bad, is re ally the same, namely^theinsuffiriencj 

A similar process of reasoning might be applied to the other differen- 
tial rents already mentioned, ^nd the conclusion arrived at is that rent, 
whatever form it takes, is not an anomaly, but a perfectly normal 
consequence of the general laws of valued \Vhenever any commodi ty, 
from whatever cause, acquires scarrity value jmd its price exceedsjts 
cost’ ^production, there results a rent for the seller of that j>n xfoct. 

y* Id this cue Stuart MIU icemi to compare rent to a monopoly revenue: 
which is limited in quantity, even though its possessors do not act in concert, is • 
a monopolized article.’’ (FrirmpUs, Book II, chapter rvi. para, a.) The expression, 
though adopted by several other writers, is not quite s ecu race. In the ease o 
monopoly the owners fix the quantity which they will produce beforehand w * 
view to getting a maximum of profit. But this cannot apply to landowners. At “r 
rate, if there is any monopoly it must be an incomplete one. 

1 Ibid., Book III, chapter v, para. I. 

* Such was the argument employed by J. B. Say in the course of a controversy m 
Ricardo. ”It is perfectly obvious that if the needs of society raise the price ot 
to such a level as to permit of the cultivation of inferior laods which n0 . 
beyond wages for the workmen and profits on the capital, then that demand on 
part of society, coupled with the pnee which it can afford to pay for the corn, 
of a profit on the most fertile or best situated landj.” (Trail, 6th edition, P- 4 1 
Continuing-, he remarks: “David Ricardo in the same chapter clearly shows that 
profit from land is not the cause but the effect of the demand tor com, and the rrwj’nj 
which" he adduces in support of this view may be turned against him to prove 
other items in teat of production, notably the wages of labour, are not the cam* 
the effect of the current price of goods.” Ricardo himself seemed on the P 010 
being converted to this view. See p. 379, supra. 
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Such is the general formula, and therein we have a law that is quite 
independent of the law of diminishing returns and of the unequal 
fertility of land. 1 

But the issue was not decided at a single stroke. English political 
economy was so thoroughly impregnated with Ricardian ideas that it 
long adhered to the conception of a differential rent. Continental 
economists, on the other ha nd, hayc^alwayutgarded^it as more or 
less natural resu lt of the laws of demand and supply. J. B. Say had 
long since made the suggestion that the existence of rent is due to the 
needs of society and the prices wiiich it can afford to pay for its com. 1 
A Tierman economist of the name .of .Hermann, a professor at Munich, 
in his original and suggestive work, StaalsuiiTischaftlicht Untersuchungm, 
published in 1833, claims th at the rent of land is simply a species of 
the income of fixed capital. Whereas circulating capital, because of 
Its* supenor mobility, lias almost always a uniform rate of interest, 
fixed capital, which has not that mobility and which cannot be in- 
creased with the same facility, has a revenue which is generally greater 
than that of circulating capital. This surplus revenue or rent, instead 
of being a mere transitory phenomenon, might easily become perma- 
nent provided the new fixed capital which enters into competition 
with it has a lesser degree of productivity. Such precisely is the case ^ 
with land.* A little later another German, of the name of Mangoldt, L 
defined rent as a scarcity price which does not benefit all the factors ] " 
of production equally, but only those which cannot be readily increased 
in amount. And rent appears in the guise of a differential revenue | 
simply because scarcity is always relative and is frequently kept in 1 ; 
check by substitutes which generally give a smaller margin of profit. 4 J 
SchafUe, i n a work partly devoted to the subject of ren t, 4 publis hed in j 



La T ictus delta KmSla (Rome, 191a). 

580. note 3- 

staatsinrtsdiaftiuhs Untirsuchungnt, F»rt V: I 'em Gtwtnn. Even in the 
ira that the doctrine of the rent of land must be regarded as a particu- 
the exposition of the law governing the returns from fixed capital in 

Dir Lthn tom U*lanthmn[twim (Leipzig, 1855), PP- log it siq 
ikcncmtschi Thiom da auiahiusmdrn Ahalzcahcltmssi (Tabingen) — a 
be attempts a justification of rents in general and of the rent of land 
Rent he re gards as the reward offered to anyone who knows how to 
s personal c apaci ty_or Ks capital or land in a way that is particularly 
osociety. It supplies an allurement that acts as the source of all 
1 all economic activity, a sort of natural right of ownership which 
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1867, insists on the idea that the soil fumishes_rent not b ecause it i s a 
gi ft of natur y J _but_5imp)y..bgcame^of^ts t mmobiIity and the impo^i - 
. bi lity eit her of removing h or of increasing its quant ity\ Finallj^Kari 
• Meag er,, in his GrurJsdtze dcr VolkswirtschaftsUhn, published in iSp, 
in outlining the foundations of the modern doctrine of value, assimi- 
lated the theory of rent to the general theory of prices by categorically 
declaring that “the products of land as far as the nature of their value 
is concerned afford no exception to the general role, which applies 
to the value of the services of a machine or a tool, of a house or a 
factory, or any other economic good.’’ 1 

The only difference, apparently, which present economists recognue 
between rents conceived of in this fashion is their greater or lesser 
duration. The rent furnished by a first-class machine will disappear 
very readily because new machines can be turned out to compete with 
it. But when the rent is due to superior natural qualities, whether of 
land or of men, the element of rent will not be so easily got rid of 
To borrow a phrase of Pareto’s, we may say that the rent will he of* 
more or less permanent character, according to the ease with wtoj 
savings can be transformed into capital of a more or less durable kind. 
A£)r Marshall sums up his subtle analysis of the problem under consider! 
tion as follows: "In passing from the free gifts of nature through I 
more permanent improvements in the soil, to less permanent improve 
ments, to farm and factory buildings, to steam-engines, etc., 
finally to the less durable and less slowly made implements we find * 
continuous series [of rents]. ”*} 


new (bun on behalf of wit 1* very Inirmtlng, and th*** 
airly unearned increment may ponder over thu new characteninc w 


Thir d 

oiliniJrly unearned increment may ponder tr 

•“Ib win paid tic the u»e cf land differ* in no materia! mp«l tram «jw 
paid lor the use of other linda of capital — a machine, trf (sample. AIth™*f : j, 

• - the mac June baa tn be returned la III rightful owner In lh« WM 


0 irt-r«*w » 


•H Ruinv, «»ie ought 1 a pay tome thing Joal became auch rtpilah are 
•ewe; 10 other word*, the amount culling at any one lime of ^ 

thin the demand. IVhat differentiate* Uni from machinery I* “'*1 
eauJy be employed in turning out new machinery, Uit tannoi very wr . „ llr , 
quanury U Land in eautewe, of at any rate rannot tramC-rtn ranting 
(bar » frobtaUe." (Pareto, Own f ( teeemn pw'iAyw, Vol. It. per*. 7 V>* ^ 

mahea uae U snalugoua term*: “It the nipply U any tutor of 
pa tie ct much metei 
me one Ur be denied bum U 


l aa to be regarded at of the oatute t* ""'rT.^,^1 
prt£a in uquiciea aa to the acunn U economic fame* during that P" • ' 
ijf prnuda U may ngbily be regarded a a perS.u which are »"l " ' 

part U the eaprtwea it prcaiuenuo lei which there lee djetdy *“« 
eapetm" nt »l , bal VI, chapter u, para. I ) 

* JW, Bean V J, chapter u, para. J 
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\^Tfieseries, we might add, may be extended to a point at which rent 
becomes negative, m., until the conditions of demand and supply 
become such that the factor of production which previously yielded a 
supplementary revenue no longer gives even the normal rate of 
remuneration. Thilnen h ad suggested the possibility ofa negative 
rent, and the id ea has J>een furthet developed by Pareto. 

(These writers seem to regard rent simply as a result of the ordinary 
operation of the laws of supply and demand^ The concept rent has 
been generalized so that it can no longer be regarded as a curiosity 
or an anomaly. The law of diminishing returns loses much of its 
economic importance, and even the Ricardian theory which is based 
upon it seems imperilled. After the numerous polemics to which it 
has given rise this theory, along with the Classical theory of value, 
has been practically relegated to the class of doctrines in which the 
historian is still interested but which are apparently of little practical 
value. 1 


•VH: UNEARNED INCREMENT AND THE PROPOSAL TO 
CONFISCATE RENT BY MEANS OF TAXATION 
'nt does not appear that Ricardo fully realized die damaging conse- 
quences which would ensue if the doctrine of rent ever happened tc 
be made the basis of an attack upon the institution of private property. 
He was quite satisfied with the inference which he had drawn from it 
jnjupporVg? the free importation of com, and did not feel called upon 
to defend the rent of land any more than the interest of capital, both 
of which seemed inseparable from a conception of private property. 
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Thereupon he was obliged to flee to London, where he carried on an 
active propaganda in support of these ideas, achieving a certain 
measure of success. In 1781 a distinguished professor of the University 
of Aberdeen of the name of Ogilvie published an anonymous essay on 
the rights oflanded proprietorship, wherein confiscation was proposed 
by taxing the whole of the value of the soil which was not due to 
improvements effected by proprietors. But little notice was taken of 
his suggestions, despite the fact that they had won the approval of 
Reid the philosopher. Tom Paine, in a pamphlet published in 1 797 » 
gave expression to similar ideas,* and the same views were put forward 
in a book published in 1850 by a certain Patrick Edward Dove.* The 
following year Herbert Spencer, in his book Social Statics, claimed that 
the State in taking back the land would be “ acting in the interests of 
the highest type of civilization” and in perfect conformity with the 
moral law. It is true that in a subsequent work he took pains to point 
out that all that can be claimed for the community is the surface of 
the country in its original unsubdued state. “To all that value given 
to it by clearing, making up, prolonged culture, fencing, draining, 
making roads, farm buildings, etc., constituting nearly all its value, the 
community has no claim.”* But despite this reservation the justice of 
the general principle is clearly recognized by him 

Other communities besides England have put forward a similar 
demand. Not to mention the claims made by socialists like Prpudhon 
and the Belgian Baron Colins, and Christian Socialists like Francois 
Huet, we find that a similar method of procedure is advocated by 
philosophers like Renouvier, Fouilliie, and Seer titan Some of them 
even go the length of claiming compensation for the loss which this 
usurpation has involved to the present generation. 

Thus, A conception that was already ancient even when the law 
of rent was first formulated proclaimed the inalienable right of man 
to the soil and demanded the re-establishment of that right. We shall 
hear an echo of that ancient belief in alt the advocates of land national- 
ization, in Stuart Mill, Wallace, Henry George, and Walras: 4 and 


* Airman Justice opposed lo Agrarian Lam and A finnan Monopoly 

* The The ay of Human Progression and Natural Probability of a Reign of Justice. For 
further information concerning Spencer, Opine, Dove, Paine, etc , see Escarra's 
Nationalisation du Sot el saeiatume (Pans, 1904). We have drawn upon his book for ihe 
view* here put forward, the works of these writers not being easily accessible. 

•Janice, p 91 

* “The land is the original heritage of the whole human race,” aays Mill in his 
Dusertahons and Disevssiimi. In the Principles, Book II, chapter u. para. 5, be expresses 

thus. “The essentia] principle of property being to assure to ail persons what 
■e produced by their labour and accumulated by their abstinence, this 


principle e 


M apply W 
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Thereupon he was obliged to flee to London, where he carried on an 
active propaganda in support of these ideas, achieving a certain 
measure of success. In 1781 a distinguished professor of the University 
of Aberdeen of the name of Ogilvie published an anonymous essay on 
the rights of landed proprietorship, wherein confiscation was proposed 
by taxing the whole of the value of the soil which was not due to 
improvements effected by proprietors. But little notice was taken of 
his suggestions, despite the fact that they had won the approval of 
Reid the philosopher. Tom Paine, in a pamphlet published in 1797. 
gave expression to similar ideas, 1 * * and the same views were put forward 
in a book published in 1850 by a certain Patrick Edward Dove.* The 
following year Herbert Spencer, in his book Social Statics, claimed that 
the State in taking back the land would be “ acting in the interests of 
the highest type of civilization" and in perfect conformity with the 
moral law. It is true that in a subsequent work he took pains to point 
out that all that can be claimed for the community is the surface of 
the country in its original unsubdued state. “ To all that value given 
to it by clearing, making up, prolonged culture, fencing, draining, 
making roads, farm buildings, etc., commuting nearly all its value, the 
community has no claim ”* But despite this reservation the justice of 
the general principle is clearty recognized by him. 

Other communities besides England have put forward a similar 
demand. Not to mention the claims made by socialists like Prpudhon 
and the Belgian Baron Colins, and Christian Socialists like Francois 
Huet, we find that a similar method of procedure is advocated by 
philosophers like Renouvier, FouilWe, and Seer e tan. Some of them 
even go the length of claiming compensation for the loss which this 
usurpation has involved to the present generation. 

Thus, & conception that was already ancient even when the law 
of rent was first formulated proclaimed the inalienable right of man 
to the soil and demanded the re-establishment of that right We shall 
hear an echo of that ancient belief in all the advocates of land national- 
ization, in Stuart Mill, Wallace, Henry George, and Walras; 4 and 


1 Agraran Juliet o f posed to Astana* Lam and Agtanan Monopoly 

* The Theory of Human Progression and Natural Probability of a Feign of Julia. For 
further information concerning Spencer, Ogilvie, Dove, Paine, etc., »ee Escarra's 
Nationalisation du Sot el socialisms (Paris, 1904). We have drawn upon his book for die 
views here put forward, the works of these writers not being easily accessible 
•Julies, p. 92. 

•“The land is the original heritage of die whole human race,” says Mill in his 
Dissertations and Discus stone. In the Principles, Book II, chapter 11, para. 5, he expresses 
his views thus: “The essential principle of property being 10 assure to all persons v. hat 
they have produced by their labour and accumulated by their abstinence, this 

principle cannot apply to what is not the produce of labour, the raw material of the 
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thl* li one or the many Unit that bind ihnn to those earlier writ® 
C<wn ii a lolitary exception. 

a simple pronouncement on the illegality of property doer m 
tale irr very fa r. Appropriation of public property for private purpose 
j* u ndoubtedly a grrat injustice, but the transaction is so eld that 
fCtrilmtion would me little useful purpose, and the authors, were they 
rtiH alive, kmiM lx: wfejy enseonceif behind their prescriptive rights. 
^Moreover, most of the present proprietors, possibly all of them, cannot 
be accused of violent theft. They has r acquired their Land in a per- 
fectly regular fashion, giving of their roil or their savings in exchange 
for it. To them it it merely an instrument of production, and their 
possession of it at legally justifiable as the ownership of a machine or 
any other form of capital. To take it away from them without some 
indemnity would not be to repair the old injustice, but to create a 
new one. Hence it it that the doctrine of the right of the community 
to the land had little more than philosophic interest until such time as 
It begot a new theory — the theory of rent. 

What the Ric ardian theory really proves is the accunrnlattvgnaCH- 
Qf the benefits accruing from the possession o f land. This spontaneous, 
automatic character of rent mai«’IT unique : to no other form of 
revenue does it belong. The extension of cultivation, the increase «* 
population, the growing demand for commodities, means an indefinite 
progression in the value of land. The interest, initiative, and intelli- 
gence of the proprietor arc of no account. Everything depends upon 
the development of the sodal environment. This value which w 
created by the community should also belong to it. Just as the fa®* 
proprietors in times past filched the land, so they Co-day absorb 15 
income. But why allow this injustice to continue? 

^Suppose,” says Stuart Mil l, 

^hat there is a kind of income which constantly tends to 
without any exertion or sacrifice on the part of the owners, 
owners constituting a class in the community whom the na . 
course of things progressively enriches consistently with CO ®P. 
passiveness on their own part. In such a case it would be no W° 
of the principles on which private property is founded if ‘“C. 
should appropriate this increase of wealth, or part of it, as it ,j 
This would not properly be taking anything from anybody; »t 
merely be applying an accession of wealth created by eircums ^ , 

*rfh.“ Walras, in his Thlorit dt la PropnJti, in the £tuda d'&smomU strict. 

>ys that the land by a kind of natural right it the property of the State- 
eorge, in Progress and Poverty, Book VII, chapter i, maintains that “the cp* * ( 

'all men to the use of the land is « clear at their equal right to breathe the 
a right proclaimed by the fact of their existence " 
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to the benefit of society, instead of allowing it to become an unearned 
appendage to the riches of a particular class. Now this is actually 
the case with rent.*> 

The argument seems quite decisive. At any rate, Ricardo’ s book was 
hardly out of the press before the demand for confiscation was renewed. 

His friend James Mil l, writing in 1821, claimed that the State could 
legitimately appropriate to itself not only the present rent of land, but 
also all future increments of the same, with a view to compensating 
for public expenditure. 1 The Saint-Simonians, a little later, expressed 
a similar view. 5 But it was~ J amc s~ Mill’s son, John Stuart Mill, who 
showed the wa rmest^ttachment~th~th is *^ ca - Th c Principles contains 
"a general outline of his reform plan, which took a still more definite 1 
shape in the programme of the Land Tenure Reform Association, f 
founded in 1870, and in the discussions and explanations which' 
accompanied it. 4 

{^The following are the essential points: State will only appro- - 

priate for its own use the future rents of land; that is, the rents paid , 
after the proposed reform has been accomplished, A practical 1 
beginning will be made by valuing the whole of the land, and a^ 
periodical revaluation will be made with a view to determining the ' 
increase in its value, and whether such increase is or is not the result 
or communal activity. A general tax would transfer this benefit to 
the State.* -CsfShould any proprietor consider himself unfairly treated 
the State would give him the option of paying the new tax or of buy- 
ing back the property at the price obtainable for it had he determined 
to sell just when the reform was being brought in. 

Mill was opposed to immediate nationalization. Not that he 
thought it unjust; on the contrary, he was fully convinced of its equity. 
But our experience of State administration and of the work of municipal 
bodies did not seem to him to warrant any great faith in the utility of 
any such measure. He was afraid that “many years would elapse 
before the revenue realized for the State would be sufficient to pay 

1 Principles, Boot V, chapter ii, para. 5. 

* “Thu continual increase arising from the circumstances of the community and 

from nothing in which the landholder* themselves have any peculiar share, does 

seem a fund no less peculiarly fitted for appropriation to the purposes of the State 

than the whole of the rent in a country where land has never been appropriated " 

(Elements of Political Economy, chapter iv, para. $-) 

* Cf, supra, chapter on Saint-Simon. 

* Principles, Book V, chapter u, para, 5. Cf. also chapter ui, paras, a and 6 For 
thpefirogramme of the League see Dissertations and Discussions, Vol. IV. 

' 1 Mill thought it impossible to distutguuh in individual cases between the surplus 
value which u due to general circumstances and the surplu* that results from the 
expenditure undertaken by the proprietor. JItnc#.h«ionclusion_that_a general lax 
was th e mort equitable method of procedure with a view to effecting confiscation. 
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the indemnity which would be justly claimed by the dispossessed 
proprietors.”* 

Nor did he attempt to disguise the fact that the financial results 
would in his opinion be somewhat insignificant and the scope of the 
reform naturally somewhat limited. A few years only were to elapse 
before another writer proposed a much more radical measure which 
was to effect a veritable social revolution. It was a project to abolish 
poverty and to secure distributive justice that Henry- George now 
launched on the strength of his belief in the doctrine of rent. 

Henry George (1839-97) was not a professional economist. He 
was a self-made, seif-taught man who followed a variety of occupations 
before he finally blossomed forth as a publicist. At the age of sixteen 
he went to sea, and led a roving life until i 86 t, when he settled down 
at San Francisco as a compositor, finally becoming editor of a daily 
paper in that city. He witnessed the rapid expansion of San Francisco 
and the development of the surrounding districts as the result of the 
great influx of gold-diggers. He also saw something of the agricultural 
exploitation of the western States. The enormous increase in the value 
of land and the fever of speculation which resulted from this naturally 
left a lasting impression upon him. Progress and Poverty (1879)* the 
book which established his fame, is wholly inspired by these ideas,' 

The book aroused the greatest enthusiasm. It has all the liveliness 
of journalism and the eloquence of oratory, but has neither the precision 
nor the finality of a work of science. Its economic heresies, (hough 
obvious enough, detracted nothing from its powerful appeal, and th® 
wonderful setting in which the whole problem of poverty was plarol 
has not been without its effect even upon economists; 1 nor is the 
powerful agitation to which the book gave rise by any means e»- 
tinct. . 

It seemed to Henry George that landed proprietors, in virtue o 
the monopoly which they possess, absorb not merely a part but ohnmf 
the whole of the benefits which accrue from the increase of population 
and the perfection of macliinery. The progress of civilization scent* 
helpless to narrow the breach separating the rich from the^ poor. 
While rents go up interest goes down and wages fall to a nmiim urn - 


* iHiiBliWu a*d ftliwiwu, VuJ IV, p. *y>. , , , , 

* r,. r <u W» not bu Cm efT-iet. however. In iSji One 

W«7 hid ippn/cil, Ml m lHj( 7 he Land Uwt till 1 1 >> puM,,!"'' f* 

— ft* Tr&ir (it% , in which hr putt Ijtwtni • uronf tie fr»tc, 
t8yt .it Lttut la fofr Lrt XIII net the eomhiion of ihe worim. 

* Girl V) fcu OvbiLuM ./ WmtA ttates that the tneth.«l hy wh-h ** , 

tSrurrmne the out prMjcti.iry of each Cictoe of prwfutiwo U one Ihil fc* **’•*' 

front I Icncy Orjeje. 
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Every country presents the same phenomena — extreme poverty at 
one end of the scale accompanied by extravagant luxury at the other. 

Is this unhappy result a kind of hybrid begotten of the Malthusian 
law and the law of diminishing returns? Must we, after all, agree 
with Malthus, Ricardo, and Mill when they say that the cause is to 
be sought in the increase of population outrunning the means of 
subsistence? Henry George thinks not, for experience everywhere 
seems to show that the rich are growing in numbers much more rapidly 
than the growth of population warrants, and that organization is 
really performing wonderful feats under very difficult conditions. 1 

Is it caused by the exploitation of labour by capital, as the socialists 
seem to think- 1 George apparently thinks not, for the two factors, 
capital and labour, seem to him so intimately connected that both of 
them are easily exploited by the landowners. Every man, he thinks, 
could devote his energies either to the production of capital or to 
supplying labour — capital and labour being merely different mani- 
festations of the same force, human effort. The benefits resulting from 
the formation of capital on the one hand and from the exercise of 
labour on the other tend to be equal, and any inequality is imme- 
diately counteracted by a larger production of one or other of these 
two factors, with the result that equilibrium is soon re-established. 
The rate of interest and the rate of wages can never vary inversely. , 

. But if we can neither accuse over-population nor lay the blame at 
the door of exploitation, how are we to account for the fact that the 
labourer is still so miserably paid? It is entirely, he thinks, the result 
of rent. Hitherto exceedingly severe in his handling of some Ricardian 
theories, George has no hesitation in pushing the doctrine of rent to 
its extreme limits. 

He points out that owing to the existence of competition between 
capital and labour the rates of interest and wages are determined by 

1 "Twenty men working together will, where nature ii niggardly, produce more 
than twenty time* the wealth that one man can produce where nature is most bounti- 
ful.’' Cf also the whole of Book II, which is a disproof of the Malthusian theory. 

• " Labour and capital are but different forms of the same thing — human exertion. 
Capital is produced by labour; it is, in fact, but labour impressed upon matter. . . . 
The use of capital in production is, therefore, but a mode of labour. . . Hence the 

principle that, under circumstances which permit free compeunon, operates to bring 

wages to a common standard and profits to a substantial equality — -the principle that 

men will seek to gratify their desires with the least exertion— operates to establish and 

maintain this equilibrium between wages and interest. . . . And this relation fired, 
<t is evident that interest and wages must rise and fall together, and that Interest 
cannot be increased without increasing wages, nor wages be lowered without depres- 
sing interest.” (Progress and Poverty, Book III, chapter v.) It is hardly necessary to 
point out how very much simplified this doctrine concerning the relation between 
wages and interest really is. 
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may lie around like the laiiaroni of Naples or the lepers of Mexico; 
you may go up in a balloon or down a hole in the ground; and 
without doing one stroke of work, without adding, one iota to the 
wealth of the community, in ten years you will be rich! In the new 
city you may have a luxurious mansion; but among its public 
buildings will be an almshouse. 1 

Accordingly Henry George regards rent not so much as a species 
of revenue which, as Stuart Mill saw, is particularly easy to absorb 
by means of taxation, but as the very source of all evil. Once get rid 
of rent, poverty will be banished, inequality of wealth will be removed, 
and economic crises — which George thought were the result of specula- 
tion in land — will no longer disturb the serenity of commercial life. 
But it is hardly enough to aim at the future increments of rent, for the 
damning consequences of privilege would still remain if landowners 
were allowed to retain even their present rents. The whole abomina- 
tion must be taxed out of existence. 1 Such a tax would yield sufficient 
to defray all State expenditure, and other forms of taxation could then 
be dispensed with. In the single tax advocated by Henry George we 
have a curious revival of the Physiocrats’ implt unique. 

George’s system is open to serious criticism both from the economic 
and from the ethical standpoint. From the economic point of view 
it is obvious that the right of private property does confer upon the 
proprietor the right to such benefit as may accrue from a possible 
surplus value, but it is not at all dear — nor has George succeeded in 
proving it — that such a right absorbs the whole benefit which accrues 
from social progress. Besides, it seems rather childish to think that 
rent is the sole cause of poverty and that its confiscation would result 
in the removal of the evils of poverty. 

From the point of view of equity it seems clear that George in 
removing one injustice is at the same time creating another. To rob 
the present proprietors of the rents which they draw is simply to de- 
prive them of advantages which many of them have acquired either 
by means of labour or economy. Land is no longer acquired merely 
by occupation: the usual way of getting hold of it to-day is to buy if. 
And if we consider that such a transaction is just, we are bound to 
recognize the legitimacy of rent just as much as the interest of capital. 
Confiscation might be justified in the case of those who first unlawfully 
occupied the land. But how many of them are left now? 

Further, if we are going to relieve the landowner of the rent which 
results from the progress of civilization, we ought to indemnify him for 

1 JVoftHj and /swrty, Boot V, chapter it. 

That portion of their revenue which rtpitsented the Capua] sunk in the land 
would «t3l be the property of the landowners. 
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any ‘decrement’ which may have resulted through no error of ha, 
Stuart Mill anticipated this objection 1 and gave the dissatisfied pro- 
prietor the option of selling his land at a price equal to its nuriet 
value at the time when the reform was inaugurated.* Henry Georg? 
apparently never faced this aspect of the question. He thought that 
‘ decrement’ would be very exceptional indeed, and that the persistence 
of increment values is as thoroughly established as any law in the 
physical world ever i«u. 

Mill’s system, though much more moderate than George's, is by 
no means beyond reproach. The common element in both systems— 
i.t., the emphasis laid upon unearned increments — has been criticized 
by both socialists and economists. 

The socialists point out that if the object is to get rid of unearned 
incomes the interest of capital as well as the rent of land ought to be 
confiscated. While agreeing with the object, they claim that they srt 
more logical in demanding the extinction of both kinds. But this 
criticism is not quite a complete answer to Mill and his supporters, 
for the latter regarded interest as the legitimate remuneration, if not 
of the labour, at least of the abstinence of the capitalist. Interest » 
the remuneration of sacrifice.* But the socialists are not convinced 
They cannot see how the negative effort of the capitalist is to be com- 
pared with the positive effort of the labourer, and they have not been 
sparing in their denunciation of Mill and his followers. 

The economists adopt a different iine of criticism. The argument 
is that the rent of land is illegal because the progress of society h * 1 
contributed more to it than the work of the proprietor. But b (here 
' Mill pwnu wl that the anawrr to thu objection b Shat the ri** 1 * 


' Mill punu caii that the answer to thu objection fa that the ri*h< oTeeDinsf* 
land at a for* whir h drpmdi upon two contrary conJnlotu (*»‘n or !■*•) **** 1 , 
a kind of equilibrium. The Sute would not Liar anythin* by thia. fur a M w »* 
m one pUre, unlna it be accompanied by a general want of proeprrlry, , 
cuempondin* locrca *r anmrwhrre el*e, of which lh« State will fcl in* “ 
(Ihusrtotiw mmJ Duttutuv, Vol, IV ) rfinn 

* M EinauclJ. however, in hu mcrltem M t-i'l AtU p. HI t J 

tr/n), rrmarkt that thu principle of indemnify in* hmn Ica-N ilifrctly ^ 

('ra/atitee of valie-* — the npedjrncy of which w at leaat problematic. IU ** 
further Dlacrvjiun that the compcmaiwn would often le pail M * P* r * ' 
than the one who pul the ut when it waa levied— the property "• 4 ^ 
havin* than*«l handa. ^ 

* tut lie Jaiutcuai between legality of movable an*! immovable p*1 

MO, Frmopfcr. fe-k 11. chapaer par*. ,, and lUurf ?"?•'! **!'£** 

fral VII, chapter i "The vwitiiiaai of private poverty, “ aay! H'ln >(l 
pa««K-, “■tea heoiUrt «o «, <w«iul e lemma, tonutu in ri* /ervatmiioa. 
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any kind of revenue which is altogether Tree from such criticism? 
Every kind or revenue contains some elements that arc essentially 
social in character; that is, elements that depend entirely upon the 
demands of society. The growth of social demand often brings to 
capital as well as to land, to labour os well as to capital, quite unex- 
pected and occasionally extravagant incomes. Has not political 
economy in the course of its development been forced to recognize the 
existence of a whole series of rents difTcnng from the rent of land 
merely in respect of their shorter duration? Was the fortune of the 
celebrated hunchback of Quincampoix Street, who lised in the 
glorious days of Law's system, in any way different from the fortune 
of the Duke of Westminster, who owns large areas of the City of 
London? Or is the surplus value conferred upon old capital by a mere 
fall in the rate of interest in any respect different from the surplus 
value acquired by land under the pressure of growing population? 
The most striking thing, apparently, about unearned increment is its 
ubiquity. Society, presumably, does not distribute its revenues in the 
way a schoolmaster rewards the most painstaking or the most meri- 
torious pupil. It puts a premium upon the services that arc rarest, 
but never inquires whether they involved any greater amount of 
sacrifice. Such premiums simply denote the intensity of its own 
demands What right have we to isolate one of these and demand 
that it and it alone shall be confiscated 7 

Stuart Mill has given the only reply that is possible by showing that 
none of the other rents has either the persistence or the generality of 
the rent of land. 1 That reply seems dear enough to justify at least a 
partial application or the systems of Henry George and Stuart Mill. 

About the year 1880 several leagues were founded in England, 
America, and Australia with a view to propagating what George’s 
followers call his "sublime truths.” On the other hand, several attempts 
have since been made, especially by municipalities, to tax surplus values. 1 
As far back as 1807 a law was passed in France requiring riparian 
owners to pay compensation in eases where their estates bordered 
upon public works which in any way contributed to the greater value 
of the property. But the law is very seldom enforced. 1 In London 
the prindple was recognized as far back as the seventeenth century, 

» Mill, Dissertations end Discussions, Vol. IV, p. 898. 

1 Especially iq England, where various schemes have been propounded and investi- 
gated by Royal Commissions since the beginning of this century. Such schemes are 
discussed In a very thorough fashion in Euiaudi’s book already mentioned, and in 
an article entitled Runt Schemes for Rating Ur tan Land Values contributed by Edgeworth 
to the Economic Journal in 1906. 

* Article 30 of the Act of September tS, 1807, runs as follows. “ If as the result of 
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SYSTEMS OF I/AND NATIONALIZATION 
system that 5 s proposech/The advocates ofland nationalization think, 
with Mill, that the surplus value of the land should be reserved for 
the State, and, like him, they have great faith in the persistence and 
continuity of this surplus value. They also agree with him when he 
puts forward the claim of society to the possession of the soil, but they 
never suggest that it should be taken from its present owners. They 
reject the distinction between earned and unearned income and con- 
sider that they are both equally legitimate. But, unlike Mill, they 
never feel that they can say to the landed proprietor, “Thus far and 
no farther.” Appropriation is advocated simply on the ground of its 
public utility, and care is taken to hedge it round with all kinds of 
guarantees. Proprietors arc to be indemnified not merely for the loss 
of income it would immediately involve, but also for the loss of any 
future revenue upon which they had reckoned. Could anything be 
simpler or more reasonable? 

The practical interest of a system of this kind cannot be very great. 
Such a fundamental change in the institution of private property, 
especialtyTn old - countries, could only be accomplished by means of 
a revolutio n. Revolutions are to be undertaken in no light-hearted 
fashion and never without the sanction of absolute necessity. Curiously 
enough, all the great changes in landed property during the last 
hundred yean have been in the opposite direction. After the First 
World War in the Balkan countries (Hungary and Rumania, for 
example) the land was divided among the peasants, as it had been 
formerly in Russia after the emancipation of the serfs. Even in the 
Russia of to-day the first movp of the Bolshevik revolution has been 
to create peasant property.VSmce 1930 the Russian agricultural reform 
has consisted not in nationalization of the soil but in the creation of 
Kolkhozy, which are co-operative fanning enterprises. vTfic prospects 
of nationalization are certainly not very rosy. 

The extremely hypothetical character of the schemes now under 
consideration relieves us of the necessity of examining their organiza- 
tion in any detail, although this question of the minutix is apparently 
one that strongly appeals to the creative instinct of these Utopians. 

Of greater interest are the grounds on which they base their demand 
and the economic processes by means of which they hope to accom- 
plish their aims. From this point of view the most interesting systems 
are those of Gossen and Walras. Gossen’s scheme is expounded in a 
curious volume entitled Enhi-iektlung dtr Cesrtte its menichlkhtn Verkehrt, 
and Walras's is developed in a memorandum addressed by the author 
to the Vaudoise Society of Natural Sciences in 1880. Both works 
contain ideas from which the economist may learn a good deal, and 
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bolt writers claim that the successful adoption 0/ their schemes wont 
enable the State to make an offer of free land to all citizens. 

(a) Gossen’s book appeared in 1853.* It is a curious coinddencf 
that the French Bastiat, the American Carey, and the German Gossen 
should all be engaged in developing an optimistic thesis just about the 
same time. Of the three, Gossen’s was the most optimistic and by hr 
the most scientific. He concurred in the judgment of the Physiocrats, 
who believed that the world was providentially subjected to the action 
of beneficent laws which men must know and obey if they are ever to 
become happy. Such, he thought, are the laws of enjoyment, or of 
utility or ophelimity, as we call them to-day, A person who merely 
follows his own interests finds that unconsciously, perhaps, he hit 
been contributing to the happiness of the whole of society. Gossen 
gives a remarkably clear proof of the theory of maximum ophelimity, 
based upon a very ingenious analysis of wants. According to rt»* 
theory, every individual who pursues the satisfaction of his own desires 
under 5 regime of free competition helps in the realization of the 
maximum satisfaction by everybody concerned. 

I fit be true that each individual in pursuit of ptrrson.il enjoyment 
unwittingly contributes to the well-being of the whole community, it 
is clear that every one ought to be given the utmost possible freedom 
in the pursuit of his interests. But there are two great obstacle* in 
the way of this. The first of these is want of capital, which Gossen 
thought could be obviated by creating a huge Government bmh 
which would lend capital whenever required. The mrchanbm of the 
bank ij described in considerable detail. The second obstacle b th* 
existence of private properly in land. If man is to develop •!! h<* 
faculties and to use them to their utmost extent in the production c 
wealth, he must be allowed to choose his work freely and to carry 1 
on under the most advantageous circum stances possible. But pr ,v ' J r 
property hinders free choice. "Thanks to this one fact/' says G‘* i ' rt - 

the obstinacy of a single proprietor often hinders the best tl'*'ri , 'f' 
mem of the hrui which belongs to him anil prevents its vUii **" 1 
in the fashion that would best meet the nerdi of pr«d-n li"»i * ‘ 
necessity for the compulsory purchase of land P-r ind «fn.d f"”' 
poses, £je the making of roods, railways, or fit developing l,u ' ’ 
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affords an indication of the unsatisfactory condition of landholding 
as it exists at present.* 


It fa obviously x necessary that the community's right to the soil 
should again be restored to it, so that every one might be free to 
demand and to obtain the use of as much of it as he required. Every 
industry could then choose that locality which seemed best fitted for 
it. The right of using the land might be disposed of by public auction 
and given to the bidder who offered the highest rent. There would 
thus be a kind of guarantee that the organization of production at 
any one moment was being carried on in the most favourable fashion 
— relatively, that is to say, to the knowledge possessed by the com- 
munity at that period. 1 

Walras’s position is not quite so frankly utilitarian as Gossen’s 
It was the analysis of the respective roles of the individual and the 
State, of which he gave an exposition in his lectures on La Thiorit 
ginirale it la sociili (1867), that inspired his reform. Following Henry 
George, he sought a reconciliation of individualism and so cialism 1 — a 
reconciliation which he variously speaks of under the terms 'liberal 
socialism,’ ‘synthetic socialism,’ or simply ‘syntheticism.’ 4 
•vft was his opinion that no real opposition existed between the State 
and the individual, that the one is just the complement of the other. 
Taken separately, it has been well said that they are nothing better 
than abstractions; the only real man is the social man — man living in 
society. This man, as we know, has two kinds of interests — the one 
personal or individual, and as such opposed to the interests of other 
beings; the other social or collective, common both to himself and his 
fellows — and unless these are secured the existence of the race b 
immediately jeopardized. The two groups of interests are equally im- 
portant, for they are both equally necessary for the life of the social 
being. The State and the individual are mere phases in the life of the 


folJ 


1 Entuicktlung drr Gisetzt, p. 350. 

IXh gsen sees other advantages th at wou ld follow such reform. He enumerates 
them thus: (ajihe confiscation ofrent would reduce the possibility of living without 
working, ud this would increase the industrial activity of the class under considera- 
tion. ja^The legal transference of property would be greatly simplified (3) Pro- 
ducers would be exempted fjpm buying land and from keeping capital for this pur- 
pose f^pltent would take the place of taxation to a very considerable extent, and 
would free the collection of it from every trace of vexation or injustice {Ibid , p. 373 ) 

* Cf. the fragment entitled tttMt it Cran/uilion « it 5 nlklst, in the EbJtt J’Etonamu 
mialt Henry George in his preface to Pngras end Poivr/y writes thus “What I 
have done in this book ... is to unite the truth perceived by the school of Smith and 
Ricardo to the truth perceived by the school of Proudhon and Lassalle; to show that 
lmmt-Jaat (in^its full, true meaning) opens the way to a realiaation of the noble 

* Etudts <f Eionemtt uaalt, p. 339. 
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in exchange for the land. The rents, which would still be received by 
the State— for there is no prospect of cessation of growth — would be 
employed partly in paying interest on the debt and partly in redeem- 
ing it; so that at the end of a certain period, say fifty years, the State 
would have paid back all the capital and it alone would henceforth 
draw the rents. 1 

It would have been unnecessary to add anything to the exposition 
as given by Walras but for the objection which he himself raised to it, 
and which led him to give a very interesting account of his belief in 
the permanence of rent. 

“If,” says Walras, “the State pays to the proprietors the exact 
value of their lands, reckoning in that price a sum equal to the estimated 
value of the future rent, what is it going to gain by the bargain?" If 
the value of the soil is carefully computed in the manner indicated 
above, then the interest on the capital borrowed to effect the purchase 
and the rents received must exactly balance one another, for one is 
just the price of the other, and the State will find that the rent of land 
is insufficient to repay the outlay involved. The results will cancel one 
another. Some inconveniences will doubtless be avoided, but there 
will be no outstanding advantage. How are we to get rid of this 
objection? 

The difficulty is soon removed, for once the system outlined above 
is adopted there will be an end to all speculation in land. When indi- 
vidual buyers find that they must pay the owners a price that covers 
all surplus values which the land may possibly yield in the future, 
which would mean that Ihey would not get any of that surplus value 
themselves, they will not be quite so keen. Tins is not the case, how- 
e'er, at the present time. Speculation of this kind is nfc everywhere, 
for the good reason that a surplus value is always a possible contingency. 
The more perspicacious or better informed a buyer is, the more firmly 
does be believe in this advance and the more careful is he to safeguard 
his future interests. The State, so soon as it has bought back the land, 
will be in the position of the speculator in question. Walras is of the 
opinion that the surplus value is certain to grow in future even more 
rapidly than the actual possessors of the land imagine. Thanks to 
economic evolution, what the private proprietor can only speculate on 
the State can rely upon with absolute certainty * 
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I believe, along with several competent economists, that when 
humanity left the purely agricultural system under which it had 
lived for thousands of yean and entered upon a regime of industry 
and commerce, under which agriculture is still necessary to feed * 
growing population, but only possible with the expenditure of 
vast amount of capital, it achieved a notable triumph, and tl 
step it then took marks a veritable advance in economic evolutioi 
I also believe that as the result of this evolution rent will condnv 
to grow, but without involving any scarcity or increase in the vain 
of agricultural produce — a fact that has escaped every one ex cef 
the wideawake and the well-informed, and by which proprietoi 
alone have profited. I further believe that if the State had bougl 
the land before this evolution had taken place and had then give 
of its resources to further such development, even the normal growtl 
of this surplus value would have been ample to clear the debt. 1 


Walras agrees with Ricardo, and a kind of rehabilitation of tht 
Ricardian thesis drives him to the conclusion that the future muS 
witness a further growth of this surplus value of land — merely becaint 
of the limited quantity of land in existence. There is this difference, 
however. Whereas Ricardo bases his whole contention upon the 
validity of the law of diminishing returns, Walras will not even enter- 
tain the thought of a possible diminution in the amount of agricultural 
produce. The inevitable progress of society which leads it on from * 
purely agricultural stage right up to the industrial-commercial stage, 
from extensive to intensive cultivation, must result in increasing the 
value of land. The State would ease this transitional process by a 
measure of appropriation, and could make a solid contribution to f 
success of this gigantic undertaking,.which is to apply not merely to 
land, but also to railways and mines, etc.* 

(r) Numerous and various are the reasons invoked by the advocate* . 
of land nationalization. Gosscn’s ideal is the maximum produ < 
while Walras’s first care is to supply the State with all necessary re- 
sources. A final class of writers regards it as an excellent opportunity 


on the basis of ninety-nine years' purchase. There is reason to think 
buyer would be found who would refuse #urb an offer coupled with » thght 
tion, for ninety-nine years is the equivalent of perpetuity as far as the inci ^ ^ 
concerned. There would be nothing mean about such a price; really l 
more of a gift to the proprietor." . . theory 

1 Walras, Eludes d' Economic soeiole, p. 368. A mathematical discussion « 
is contained in the Tti/oru nulh/mahifui in Pru da term. The same argu „ . S, 1 

in ordinary language may be found in the article entitled L r n Economist* a* 
d 1 Economic social*, pp. 365 cl sry.), and it is still more simply summed Up in 
fiscal, pp. 14 &-M 9 - _ _ ^-tfoiArs 

* "The same considerations would apply in the case of mines, railways, ^ ^ 
Of every kind, natural and otherwise, where the principle of free comp* ^ 
operation or where any surplus value rants." {Eludes d" Economic sene /, p • 
ty. also pp. 837 wpj 
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of giving everybody access to the soil. It was this ideal of free land 
that inspired the late Alfred Russel Wallace to write his book Land 
Nationalization: its Necessity and its Aims, and to inaugurate his campaign 
in favour of nationalization in 188a. 

Wallace imagined that the mere right of free land would put an end 
for.ever to the worker's dependence upon the goodwill of the capitalist. 
Nobody would be found willing to work for starvation •wages were 
every one certain that on a free piece of land he would always obtain 
his daily bread. None would suffer hunger any longer, for the soil, 
at any rate, would always be there awaiting cultivation. Free access 
to the land would by itself solve the problem of poverty and want, 
and this would be by no means one of the least of the benefits of land 
nationalization. 1 

The essential thing, in his opinion, is to give to every worker the 
right to possess and to cultivate a portion of the soil. 1 His proposal is 
that once nationalization is an accomplished fact every individual at 
least once in his lifetime should be given the opportunity of choosing a 
plot of land of from one to five acres in extent wherever he likes on 
condition that he personally occupies and cultivates it.* 

The extremely simple character of the proposal makes it all the more 
notorious. Unlike the other schemes, it is not based upon any subtle 
complex economic' analysis. But it supplies a most convincing platform 
theme. Closer scrutiny, however, reveals its almost childish nature. 

The ^cultivation evep of the smallest piece of land requires some 
capital, which the advocates of free land appear to forget altogether. 
The amount of capital so required may not infrequently be in excess 
of the modest sum possessed by the working man They also seem 
oblivious of the fact that the land docs not produce all the year round: 
there must of necessity be a period of quiescence when the seeds arc 
germinating. And if we are to suppose that the worker has sufficient 
reserve to wait for the harvest, why not admit at once that he has also 
enough to tide over a period of unemployment? A few pounds in the 
bank to which he can have access whenever he likes would certainly 
be much more serviceable in mid-winter, say, than a plot of land 

' Cf. Escarra, ep.at , p 314. See also Laveleye, Lt Soeuhimt etnltmporenn, 8ih ed , 
Appendix I. 

* Mftin, It Sociahmt n p. 179 (1897). 

* “The possession of a piece of land freea the workman from dependence upon the 
masters, which is one cause of poverty. The worker who possesses land is free. He 

has always something he ean turn his hand to when out of work." Elsewhere: “Ha 

certain quantity of land is given to the workers their wages will surety rise, for no 
one will work for another unless he can get more than he geta when working for him- 
self.” (Quoted by Escarra, p. 554, note.) The tame idea occuts in Henry George, 
but not as a part of the general argument. 
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siiuaied *omc distance away. Cultivation also requires capacity a 
well as capital. You cannot improvise the peasant, and a first-dan 
artisan may be a very indifferent cultivator. The experience ofdistre 
committees seems to prove this point. The advocates of free land ha' 
a mistaken belief in the efficacy of the proposed remedy, and experient 
would quickly show them how difficult it would be to apply it. 1 


IV: SOCIALIST EXTENSIONS OF THE 
DOCTRINE OF RENT 

ia*.; The writers who have hitherto engaged our attention were all o 
l* 1 ’ them individualists. They had no quarrel with the institution o 
* private property as such, nor were they hostile to the existence d 
*'•'*'* '’•capital or to the personal advantage which may accrue from the 
•V possession of exceptional talent or ability. a^The orthodox socialist, on 
M the other hand, is distinguished by an aversion to both interest and 
rent * ant * some t ^ icm cven B° toe length of denying the individual 
, . claim to any special benefit accruing from personal ability if it ha* 
^ • the effect of increasing his income beyond the mere remuneration 
Jabour.^ 

Between the two conceptions is a veritable abyss, and the question 
arises as to whether it can ever be bridged. Some writers confidently 
reply in the affirmative. is the easiest thing in the world. 
treat your interest on capital and the revenue derived from exeeptio 

’ If we had not decided against the inclusion of the Italian economist* tbia • 
have been (he place to devote a few words to the writings of Achille Lena- 0 
excels him as a writer on political economy. An elaborate tupentructurt o 
economic, political, social, and even religious significance has been built upo^ 
foundation of free land, which at least denotes a powerful imagination- ‘j. 
of this thesis is contained in La Ttrra id it Sisftma sociaU, translated (or ^ 
d’teonomit poltti yus in 1892. We cannot examine Loria’i syitern here. Suffice ‘ 
that in his Cotlthiziont teonomtea odinna (igoo) he demands that the law so 
nize each man’s right to the land: either to a unit of land (it., a 
such as would enable a man to live and set up as an independent prod 
failing that, to a fracuon of such a unit. _i!Jcf. > 

Such is the theoretical solution, but the practical suggestion is _ ivf 

kind of lerritonal wage being suggested. Every master would be obliged K ^ 
his workmen, in addition to a minimum wage, a certain amount of land 
of a given number of years. If during that period the workman has t**" jj ^ 
by several masters, each master should contribute in proportion to the Jengtn 
he has been in his service. . ftrte 

At the end of a certain period every worker would thus become a proprie 
would thus be in the same position as their primitive ancestors were as far 
economy is concerned, and would be able to join with the older proprietors 
of xaodntion of capital and lab oar on a footing of tbtoluu equality, ' , rL wia g 
Loria thought would be a most fruitful type of organization. During the. 

^yean a certain amount of pressure would have to be put upon the proprie 
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Interests are exclusively intellectual, and who believe that “in thecattm! 
"pKIojophy of socialism flight, b a rnoreimportant factor tfiarvh^y"^ 
Such an attitude is hardly conducive to success in a socialist crusade, 
but the Fabians have left a deep impression — not so much upon 
working men, perhaps, as upon members of the bourgeois or middle 
class. Several of their members were persons of great lite rary distlnc - 
tion, such as Bernard Shaw, Sidney and BeatriccWeb b (later Lord a nd 
Lady 1‘assficld), and _H._G..\Ydb*._By throwing themselves into the 
Itudy of social conditions of different kinds, by collaborating in the 
publication of reviews and newspapers without distinction of party, by 
publishing pamphlets and calling conferences, they have managed to 
Stimulate interest in their ideas. A nbume of these ideas is given in a 
curious collection of articles entitled the Fabian Essays, published n 
l88g. These essays represent the opinions of the more prominent 
Fabians rather than of the Fabian Society, for the society as such has 
only a practical policy, but no theoretical doctrine which it holds in 
common. It calls itself socialist,* and would welcome the transforma- 
tion of individual into collective property. On the o ther hand, it 
declares that it has “no distinctive opinions on the marriage question. 


religion, art, abstract economics, historic evolution. currenc y, of any 
Qtfier subject than its own special'business of practic al democr aq'afly 
" socialism? ’ *~ The economic theories which immediately interest us 
here are peculiar to certain members of the society. The society*** 
whole was doubtless inspired by these ideas, but they have not a 
received official recognition at its hands, and they arc not even accept 
by some adherents of the school. 4 

It i s Sidney W ebb more especially who has essayed the task o d 
ing a new theoretical basis for Fabian collectivism.>Jllaving reject 


J Report m Fahian Policy. . . 

Socialism, as understood by the Fabian Society, means the oigamza 
conduct ot the necessary industries of the country, and the appropriaoon o 
of economic rent of land and capital by the nation as a whole, “roug , . 

suitable public authorities, municipal, provincial, or central. The sori _°L* ■ Jjp 
by the Fabian Society is State socialism exclusively (the term 

iiTS^Imr j^iatenir ^ "On oTKe? bandrir-lteadTasilfaucounMun" 

s- r-- L. ,p of persons, the enure 


schemes for securing to any person, or any group of persons, >*.■. ---- - ^ 

their labour. It recognizes that wealth is social in iu origin and must j* f*~7, |tlf 
distribution, since the evolution of industry has made it impossible to < ~ l1 *r ccj0 ; n 
particular contribution that each person makes to the common product, or o 
iu value.** (Rtfiort os Fabian Policy.) . 

* In addition to the Fa Jinn £iutyr, the principal publications containing 
tion of Fabian ideas are the Fabian Tracts, a collection containing a grea n 
pamphlets on various subjects; The History ofTrndt Unionism, by hit _*“* * 

Industrial Democracy, particularly chaps, i and iii of the third part, by the ,rtirks. 
and, finally, PniUms of Modern Industry (iBpflj, a rnUeelion of lectures 
also hy Mr and Mrs Webb. 
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the Marxian theory of labour-value, and conscious of the charm 
possessed by the modem theories of Jevons, of Marshall, and the 
Austrians, he felt the need of some new justification for the collective 
ownership of the means of production.^iinable to free himself from 
the fascination which Ricardo has always exercised over his fellow- 
countrymen, he turns to the theory of rent of that great economist, 
and that theory, in his opinion, is “the very corner-stone of collectivist 
economy.” 1 

It is perfectly obvious that this theory of rent affords ample justifica- 
tion for the appropriation of the revenue of land by proving that this 
revenue is purely supplementary, produced as it is only on the best 
lands and not on the worst, where the worker only produces the exact 
equivalent of his wages. There is nothing very new in this, however. 

Equally valid is its justification of confiscated interest. Different 
kinds of capital, different machines, implements, and buildings, all of 
which are employed for purposes of production, show the same variety 
of quality, and consequently produce different quantities of material 
goods, just as different lands do. The employee who works with 
'marginal capital,' if we may so put it, or, in other words, has to make 
shift with the minimum of tools and machinery, without which no 
work at all would be possible, barely produces the equivalent of his 
wages. Everything that exceeds this minimum may be claimed by 
the capitalist as payment for the superior yield of the capital which 
he has supplied. Intere st, accordin gly, is a differential revenue — a 
rent which ought to b e expressed as_a_definitc quantity of produce, for 
such it really is, a nd not as so much per cent.* 

Finally, any who possess superior ability as compared with those 
who work not merely with a minimum of capital and labour, but witH 
a minimum of intelligence and ability, produce a surplus, which they 
generally retain for themselves. This surplus is of the nature of a 
differential rent — the rent of ability. Generally it is the result of the 
belter education received by the children of proprietors and capitalists, 
and it is thus the indirect outcome of private property. 1 


W*jMr»nd Mrs W'ebbin their History »f Trait Umtmtsm reject “ that confident sciolism 
«nd prejudic e whic h has led generations of soci»Ii»u to borrow from Adam Smith and 
U ic ’cla ssic 1 economists - the erroneous theory - thanahour Is by itself the creator of 
Talue wMSSIiT gotn g on to master that impregnable and more difficult law of economic 

rent'wWch la the very corner-stone of collects tsl t — - " 

*“The interest with which *e are concerned ir 


”>= concerned must clearly be a definable quantity 
(77is h'tlMal Dtnini mi ill DutniuluM, in Pnthmt •/ Mtdtrn Iniuitry, 


p. 9JJ. We art indebted to this article for the exposition which we have given of the 
Fabian doctrine.) 

•An expmition of the same theory b given in Tract No. 15. EngfiiA fVsgrrxr I 
Serial Vtmocuuj: "The individuals or classes who possess social power hart 
2<J 
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^Tfus ingenious; argument is not very convincing. Even though we 
admit that interest and possibly the greater portion of wages may only 
be difTcrcntial revenues, their confiscation tvould require jpedal 
justification^ The attributes of capital, unlike those ofland as defined 
in the Ricardian theory, arc not natural, but have been conferred 
upon it by the efforts of human beings. And as to the rent of ability, 
it still remains to be seen whether society would benefit by the confisca- 
tion of this rent. As a scientific explanation of distribution it does not 
seem to us a particularly attractive one. The distribution of incomes 
is effected by means of exchange and depends upon prices, but Webb 
makes an abstraction of prices in order to concentrate upon Ihi 
material product. He do not deny the existence of rent derived trw 
fixed capital, such rent being approximately measured by cotnpansw 
with the current rate of interest But after the labours of Whim 
Bawerk and Fisher it would seem impossible to explain this rate Itvll 
by reference to the material productivity of capital, which seems to be 
the rssence of Webb’s theory. 

The latest attempt to deduce revolutionary conclusions from the 
older economics and to found a theory of collectivism upon ih'' 
Ricardian doctrine of rent has proved a failure. Even Webb’s friends 
have not shown the enthusiasm for it that they might 1 — and tftlt despite 
the constant allusion to the “three monopolies" which one meets with 
In their writings. 

The interest of the experiment lies not so much in itself at in 
indication which it affords of the more recent trend or thought in 1 »* 
matter. We have already drawn attention to the fict that the more 
immediate disciples of Marx both in France and Germany have refute 
fiis theory of value, showing a disposition to rally to the counter-dwT 
of final utility We have here a group of English socialists undergo ng 
a somewhat tuniltr process of evohitHHt. On every h in/I It seems t at 
socialism has given up all pretension to creating * working 
political economy alongside </f the bourgeois, ami it is itoW genet* / 
recofmiaej! that thrre can only be one political economy, Iwlrjirr* en 


w O* pm iu^4>o U i?-nr fellow* f**ri u-all/ mxSiio* fcry«*.t ■*»* ***** ' 
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altogether of all p artie s and social ideals, whose sole function is to give 
ascientific expl anatio n of economic phenome na. 

The Fabians even outdo the syndicalists in their reaction against 
the Marxian theories. Not only is the theory of value throwm over- 
board, but Marx’s whole social doctrine is rejected as well. There are 
two points on which the opposition is particularly marked, and 
although these may be outside the scope of the present chapter it is 
necessary to mention them in order to complete our exposition of 
Fabian ideas. 

'-Klarx's social doctrine was built upon the theory of class war. 
Socialism was simply the creed of the proletarian. Its triumph would 
mean the victory or the proletariat over the bourgeoisie. Its principles 
are the direct antithesis of those which govern society at the present 
time, just as the two classes arc directly opposed to one another The 
Fabians entertain no such views. They think of socialism as a mere 
extension of the ideals of bourgeon democracy, and they would be 
quite content with a logical development and application of the 
principles which at present govern society. “The economic side of 
the democratic ideal is, in fact, socialism itself,” writes Sidney Webb. 1 
Our ob ject should not be to replace the bourgeois supremacy by the 
proletarian ascendancy, nor even to emancipate the worker from the 
tyranny'_of jht_wage system, (for under the socialist regime, as the 
Fabians point out, everybody will be a wage -earner), but merely to 
organise jndustry in the interest of the community as a whole. “We 
cfo not desire to sec the mines and the profits from the mines transferred 
to the miners, but to the community as a whole ’’^Socialism is not a 
class doctrine, but a philosophy of general interest^ "Socialism is a 
plan for securing equal rights and opportunities for all.”* Webb 
questions the existence of an English class struggle in the Marxian 
sense of the word.* On the contrary: “In view of the fact that the 
Socialist movement has been hitherto inspired, instructed, and led by 
members of the middle class or bourgeoisie, the Fabian Society . . . 
protests against the absurdity of socialists denouncing the very class 
from which socialism has sprung as specially hostile to it ” One 
cannot see much similarity between this point of view and that of thr 
French syndicalists.* 


1 Fahaa Fitart, p. jy. • Srniin Tiw aW Fttm (Tries No. «i) 

* ItfeS S*u/j« u {Trsct No. Ij). 

* In hi» jwtCk* la Kurr Hi's Ormin Uw* Sanahnw m Fr]U*d (itiaB) hr pvi 

«ioix» lit kl I’ll! |S» ric1.iS nnlint (tin a divided into a number ti corporal** 
who att either if or mnunlmunJ one Mother, but hive not 

r«Jrrrtyr»H • . Uw romriermeu (p to) 

* X**. I m FtF MT p. j. 
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SThe Fabian philosophy of history is equally distinct. For Man: the 
capital fact in nineteenth-century history is the concentration of 
property in the hands of a privileged few, and the consequent pauper- 
ization of the masses. The necessary consequence of this twofold 
development will be the revolutionary dispossession of the former by 
the latter. 

Optimistic as they are, the Fabians are not prepared to deny the 
concentration of capital. According to their view, the prime fact in 
nineteenth-century history is not the servility of the masses, but the 
waning authority of the capitalists, the growing importance of collec- 
tive government in national economy, and the gradual dispossession of 
the idlers for the sake of the worker*, a process that is already well on 
the way towards consummation. vAvebb is of the opinion that soaaiirrn 
is being realized without any conflict, and even with the tacit approval 
of its victims. 

Slice after slice has gradually been cut from the profits of capital, 
and therefore from its selling value, by socially beneficial restrictions 
on its user’s liberty to do as he liked with it. Slice after slice has 
been cut off the incomes from rent and interest by the gradual 
shifting of taxation from consumers to persons enjoying incoma 
above the average of the kingdom. . . . To-day almost every con- 
ceivable trade is, somewhere or other, carried on by parish, muni- 
cipality, or the national Government itself without the intervention 
of any middleman or capitalist. . . . The community furnishes an 
maintains its own museums, parks, art galleries, libraries, concert 
halls, roads, streets, bridges, markets, slaughter-houses, fire-engines, 
lighthouses, pilots, ferries, surf-boats, steam-tugs, lifeboats, cem 
feries, public baths, washhouses, pounds, harbours, piers, ", 0 <’ 
hospitals, dispensaries, gasworks, waterworks, tramways, telfgrsF 1 
cables, allotments, cow meadons, artisans’ dwellings, sen < 
churches, and reading-rooms 

And even where private industry is allowed to survive it is rigorous!/ 

supervised and inspected. 

The State in most of the larger industrial operations prescrib** 
the age of the worker, the hours of work, the amount of air, S' 
cubic space, heat, lavatory accommodation, holidays, an!l . r*— 
times; where, when, and how wages shall be paid; how Biacni T, 
staircases, lift-holes, mines, and quarries are to be fenced , 
guarded; how and when the plant shall be cleaned, repair , 
worked. . . . On every side the individual capitalist »s i. f : 

tered, inspected, controlled, and eventually superseded 7 
community.* 

We are already in the Adi current of socialism, declares Mr Webb- 

Zuap. pj>. \"t-yv * \ 
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Our legislators are socialists without knowing it. "The economic 
history of the century is an almost continuous record of the progress 
of socialism.” 1 The Fabians, adopting a saying of the Saint-Simonians, 
point out to the socialists that they ought to be content with a dear 
exposition of the evolution of which every one knows something, 
although perhaps in a hazy fashion. “ Instead of unconscious factors 
wa become deliberate agents either to aid or resist the developments 
coming to our notice.”’ 

We are some distance away from Marx here, and farther still from 
his syndicalist disciples. We have really been led back to the philosophy 
of history as it was interpreted by the German State Socialists. Must 
we, then, conclude that the Fabians are State Socialists who feign 
ignorance of the fact? 

Fabian socialism, strictly speaking, is not a new sdentific doctrine. 
It is rather a plea for economic centralization, an idea begotten of the 
modern conditions of exbtence in Europe, as against orthodox Liberal- 
ism, which is somewhat threadbare but still holds an honourable place 
in the opinion of many English writers. This tendency towards 
centralization has tended to become stronger. The industrial nation- 
alizations carried out in many countries after the Second World War 
are proof of this. They are the outcome of a long evolution. 

English politics even long before this had begun to shake off its 
individualism and to rid itself of the philosophic and political doctrines 
of the utilitarian Radicals, which Bentham and his friends had formu- 
lated early in the nineteenth century, and which still exercise a con- 
siderable influence over some people. ,Jl1ie Fabians regard themselves 
as the special protagonists of the new standpoint. 'They would be 
proud to consider themselves the intellectual successors of the utilitarian 
Radicals, who simply claim to express the new desires of a great 
industrial democracy. Labour legislation and its many ramifications, 
municipal socialism spontaneously developing in all the big towns, 
the great co-operative ‘wholesales’ in Glasgow and Manchester, 
furnish persuasive illustration of the practical socialism which they 
• advocate. 41 It is not,” writes Mrs Sidney Webb, 

the socialism of foreign manufacture which cries for a Utopia of 
anarchy to be brought about by a murderous revolution, but the 
distinctively Engtish socialism, the socialism which discovers itself 

1 Fabian IZ'lry, p. 31. 

* Sidney Webb, 7 Tie Difficulty of Mntduahsm, in Problems of Modem Industry. 
Also in the Fabian Essays. p -35, he declares. " Socialists as well as individualists realize 
that important organic change* can only be (1) democratic . . ; (a) gradual . . . ; 
(31 not regarded as immoral by the mass of the people; and (4) in this country, at 
any rale, constitutional and peaceful.” 
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in works and not in words, the socialism that has silently embodied 
itself in the Factory Acts, the Truck Acts, Employers’ Liability Acts, 
Public Health Acts, Artisans’ Dwellings Acts, Education Acts— « 
ah that mass of beneficent legislation forcing the individual info the 
service and under the protection of the State. 1 


The Fabia n doct rine is the lates t avatar of the Ricar dian theory. It 
w would really seem impossible to draw any further conclusions from it 
Everything that could possibly be attempted in that direction hat 
already been done, although other weapons of war forged against the 
institution of private property may yet come out of that old armoury. 
But that is hardly probable, especially when we remember that 
economic science no longer regards rent as a kind of anomaly amid 
the other economic phenomena. There is no doubt as to its reality, 
but it has been deprived of much of the social importance that waJ 
attributed to it by Ricardo and his followers, and it has consequently 
lost much of its revolutionary fecundity . ^ r*s* v ^,\ ^ 


CHAPTER V: THE ANARCHISTS 

The social creed of the anarchist is a curious fusion of Liberal and 
socialist doctrines. Its economic criticism of the State, its enthuai 
for individual initiative, as well as its conception of a spontaneous 
economic order, are features which it owes to Liberalism; w 
hatred of private property and its theory of exploitation represent i 
borrowings from socialism. 

Doctrinal fusions of this hind which seek to combine two estrf ^ 
standpoints not infrequently outdo them both. Dunoyer, • 

wss the extremes! of Liberals, but he took great fare to reimn 
readers of at least one function which none but the State cou i 
form: no other authority, he thought, could ever undertake to pr* 
security. True bourgeois of tftjo that he was, Dunoyer always ^ 
■birred that ‘order’ was a prime social necessity. 1 Hut, arm ^ . 
the criticism of the socialists, the anarchists soon get rid of t •** ^ , 
vtstige of the State’s prerogative. In their opinion the KCU /^j ft • ‘ 
which Dunoyer spoke merely meant the security of propriety*,' ^ 
is only necessary for the defence of the possessors against *** * ,wf 

1 B. Pvt ms (Mn Sidney IVttb), 71/ Cxfmtin p. |6- .. — 

* See Li mult on Co*ertunect in tfce «#» ut CvqueUo sod 
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the non-possessors. The socialists themselves (with the exception of 
Fourier, perhaps, whom the anarchists claim as one of themselves), 
however opposed to private property, were exceedingly anxious to 
retain considerable powers in the hands of the State, such as the 
superintendence of social production, for example. Armed this time 
with the criticism of the Liberal school, the anarchists experience no 
difficulty in demonstrating the economic and administrative incapacity 
of the State. “ Liberty without socialism means privilege, and socialism 
without liberty means slavery and brutality” — so writes Bakunin. 1 

It is only fitting that a few pages at this stage of the book should be 
devoted to a doctrine that attempts to fuse the two great social cun-ents 
that strove so valiantly for the upper hand in nineteenth-century 
history. 

It Is not our first acquaintance with anarchy, however. It has ^ 
already been given a “local habitation and a name” by Proudhon, 
who is the real father of modem anarchism. This does not imply that " 
similar doctrines may not be discovered in writings of a still earlier 
date, as in Godwin’s, for example. But such writers remained solitary 
exceptions,* while the links connecting the anarchical teaching of 
Proudhon with the political and social anarchy of the last thirty years 
are easily traced. Not only is the similarity of ideas very striking, but 
their transmission from Proudhon to Bakunin, and thence to Kropotkin, 
Reclus, and Jean Grave, is by no means difficult to follow. 

Alongside of the political and social anarchism which form the 
principal subject of this chapter there is also the philosophical and 
literary anarchism, whose predominant characteristic is an almost 
insane exaltation of the individual. The best-known representative of 
this school, which hails from Germany, is Max Stimer, whose book 
entitled Der Eingige and sein Eigenthum appeared in 1844.* The work 
was forgotten for a long time, although it enjoyed a striking success 
when it first appeared, and was bitterly criticized by Marx. Later 
when Nietzsche was beginning to win that literary renown which is so 

1 CEurrts, Vol. I, p. 59 [Fidfralism/, Socialism/, tt Anblh/ologisme) 

1 Adler in hi* article Anarchism's/ in the Htmdwbrlcrbuch dir Slaalswisscnschaftcn, and 
in hu GtschickU its Soziahsmus 1 mi Kommumsmus (1899), shows the indebtedness of 
the anarchist ideal to Greek philosophy. 

* The work was republished in >88z and again in 1893, and translated into French 
in 1900. There are also a few translations from the wntingi of Smith and Say from 
his pen. A very interesting account of his life, to which we must acknowledge our 

indebtedness for some of the information given here, is to be found in J. H Mackay’i 

Max Sbrrur, uinlebtn und urn H’trk (Berlin, 1898). Stimer’s real name was Kaspir 
Schmidt. Bom in 1806 at Bayreuth, in Bavana, he died at Berlin in extreme poverty 
and wretchedness in 1836. For an account of the “left Hegelian school" and of 

Sumer himself see the very interesting articles of Saint-Rent TaQlandicr published 

in the Jfflw dtt Dtux Morales, 1843-50. 
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Ktt 

in*"* im*I hi» f w( %y, It wti w— n ihst 5n St>n»r h<* had a preetrsre, 

Afrfir'ihfS 5t;rn"f'* w'>e4« f>tnb tMy fwiln* r| spfrr unknown t* 
M'lft Kmwlf, with tti*"* result that Stirrer h.H sincr enjoyed jmrt* 
hum re ftrr* «« th* rsrlieat r *v***tfie!t. A P-w worth only are here* - 
4v»ry to tfv*w rhf tfifTrrerrr between hi-t doctrines and three of Proudhon. 
tVakunin. *ml Krtfofkin * 


f stirnth s rmrosormat. anarchism and the 
CULT OV 7} IF. INDIVIDUAL 


Stirr.er’* wsw written as the mull of a wager. The nature^/ 
tfj< cttcunteiArwei and the character of the epoch th.it gave h*rtb to B 
wrtr chiefly three Stirnrr was a mrm!<r of a group of young Germ 33 
Radical* and democrat* whom Bruno Bauer had gathered round hia 
in iR{o. They dtrw thrir inspiration from Feuerbach, and accept'd 
the inorr extreme views of the Hegelian philosophy. Their ideal was 
I hr absolute freedom of the human ipint, and in the sacred name o' 
liberty they criticised everything that seemed in any way opposed to 
this ideal, whether nascent communism, dogmatic Christianity, or 
absolute government- The intellectual leaders of the German Revo u* 
lion of i B {0 were drawn from thb group, but they were soon nrept 
aside in the reaction of 1850. A few of them who were in the habit 0 
meeting regularly in one of the Berlin restaurants assumed the name 
dir Frrifn. Marx and F.ngcls occasionally joined them, but scan 
in disgust. A joint pamphlet by them, which bears the ironical tide 
* The Jft(y Family, is supposed to refer to Bauer and his friends. A «w 
of the German Liberal economists, including Julius Faucher am <» 3 
others, paid occasional visits to the Hippel Restaurant. Max S timer, 
who was one of the most faithful members and a most attentive listener, 
although it does not seem that he contributed much to the discusion, 
conceived the idea of preparing a surprise for his friends in the o 
of a book in which he attempted to prove that the criticism 0 
supercritics was itself in need of criticism. 

The extreme Radicals who formed the majority of the group w 
still very strongly attached to a number of abstract ideas » ^ 

Stimer seemed little better than phantoms. Humanity, Society, 


1 Some may perhaps wonder why NkUxtie h not iochuled. 


and ethical. Sura 


‘s work, on the other 1 


u were always exclusive; p ... 


ic every individualistic doctrine aa it cropped up. 
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Pure, and the Good seemed so many extravagant abstractions; so 
many fetishes made with hands before whom men bow the knee and 
show as much reverence as ever the faithful have shown towards their 
God. Such abstractions, it seemed to him, possess about as much reality 
as the gods of Olympus or the ghosts that people the imagination of 
childhood. The only reality we know is the individual; there is no 
other. Every individual constitutes an independent original force, its 
only law its own personal interest, and the only limit to his develop- 
ment consists in whatever threatens that interest or weakens its force. 
Every man has a right to say, “ I want to become all that it is within 
my power to become, and to have everything I am entitled to.” 1 
Bastiat had already expressed it as his opinion that there Could be no 
conflict of legitimate rights, and Stimcr declares that “ every interest 
is legitimate provided only it is possible.” “The crouching tiger is 
within his rights when he springs at me; but so am I when I resist his 
attacks.” “Might is right, and there is no right without might.” 1 

Granting that the individual is the only reality, all those collective 
unities that go by the name of the family, the State, society, or the 
nation, and all of which tend to limit his individuality by making the 
individual subservient to themselves, at once become meaningless. 
They are devoid of substance and reality. 1 Whatever authority they 
possess has been ascribed to them by the individual. Mere creatures 
of the imagination, they lose every right as soon as I cease to recognize 
them, and it is only then that I become a really free man. 

1 have a right to overthrow every authority, whether of Jesus, 
Jehovah, or God, if I can. I have a right to commit a murder if I 
wish it — that is to say, unless I shun a crime as I would a disease. I 
decide the limits of my rights, for outside the ego there is nothing. . . . 
It may be that that nothing belongs to no one else; but that is some- 
body else*s affair, not mine. Self-defence is their own look-out. 4 

The workers who complain of exploitation, the poor who are deprived 
of all property, have just one thing which they must do. They must 
recognize the right to property as inherent in themselves and take as 
much of it as they want. 

1 Dir Emerge mi inn Eignlhum (ed. Reklam), p. 164. * Ihti , p. 455 

• “Thii man has a body, mnd »o has Um man, and that man, right through aociety, 
so that you have a collection 0/ bodies and not one colltthrt body. Society has eevera] 
bodtei at its disposal, but has no body of its own. Juit lie the parallel notion of a 
nation, this corporate body ii a mere phantom — an idea with no corporeal existence.” 
{Ibid , p 1 j3 ) To make the possession of a body the test of reality is surely g 
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The egoist's method of solving the problem of poverty is not t 
say to the poor, “Just wait patiently until a board of guardians shal 
give you something in the name of the community,” but “Lay you 
hands upon anything you want and take that.” The earth belong 
to him who knows how to get hold of it, and having got hold of i 
knows how to keep it. If he seizes it, not only has he the land, bu 
he has the right to it as well. 1 


But what kind of a society would we have under such conditions? 
It would simply be a ‘Union of Egos,’ each seeking his oivn and join 1 
ing the association merely with a view to greater personal satisfaction. 
Present-day society dominates over the individual, making him its tool. 
The ‘Union of Egos’ — for we cannot call it a society — would be simply 
a tool in the hand of the individual. No scruples would belch by any 
one leaving the union if he thought something was to be gained by 
such withdrawal. Every individual would just say to his neighbour, 
“ I am not anxious to recognize you or to show you any respect. I 
simply want you to be of some service to me.”* It ivould be a case 
bellum omnium contra omnes, with occasional precarious alliances. But it 
would at least mean liberty lor all. 

Such strange, paradoxical doctrines are irrefutable if we accept 
Stirnec’s postulates. But we must reject his whole point of view an 
dispute the stress laid upon the individual as the only reality, as well ** 
his denial of the reality of society. Granting that the individual is t ' 
only reality, then society and the nation are mere abstractions crca,e “' 1 
man and removable at his pleasure. But that is just the mistake. e 
individual has no existence apart from society, nor has he any g™‘ 
degree of reality. He is simply an element, not a separate entity, 
existence or non-existence does not depend upon himself. Nor issoci^ 
merely an idea. It is a natural fact. The individual may be quite 
appropriately described as an abstraction or a mere phantom- 

The fundamental difference between Stimer and the other anarchy 
who will engage our attention is just tills recognition of the reality 
the social fact which Stirner denies in to to. It also marks the cleava?* 
between literary and political anarchism. 1 

• Der Eimitt vnd tnn EigmiAum, p. 313. * hiid > P- , 

* In a pamphlet calks! Ut Aauntoux AiftcU du Seriatim* (Paris, 1908). 

syndicalist 0/ the name at Berth, syndicalism and anarchism are contrasted, 1 

emphasis upon the reality of society being adopted as the crucial lest. ** ! 

however. Berth confine, his examination to S timer’s system. Had h« JPPrf 1 . m 

to Bakunin or Kropotkin he would have discovered that the emphasis y,, 

upon the reality of society constitute* the mot I original Jesturr Jn their ' 

are thus driven to the exactly opposite conclusion, and ter t hound to 
notwithstanding— that anarchism and syndicalism in many respects ck*rlr 
00c another. Jean Otter. h wnn as we shall see later, seems rone* U'W 
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II: SOCIAL AND POLITICAL ANARCHISM AND THE 
CRITICISM OF AUTHORITY 
S timer spent his life between his study and the Hippel Restaurant, 
the rendezvous or his friends. Bakunin and Kropotkin were men of a 
different stamp, who risked their freedom, and even their lives, 
for the sake of the cause which they had at heart. It is true that the 
seed sown in the mind of the ignorant as the result of their teaching 
often had most deplorable results, but no one can deny the quality 
of courage to cither Kropotkin or Reclus, or withhold from them the 
title of greatness of both mind and character. 

Bakunin was reared in much the same intellectual atmosphere as 
Stimer. 1 By birth he belonged to the Russian nobility, and spent the 
earliest yean of his life in the Russian army. In 1834, at the age of 
twenty, he resigned his commission in order to devote himself to the 
study of philosophy, and, like Proudhon, Stirner, and Marx, he came 
under the universal spell of Hegel. In 1840 he proceeded to Berlin, 
where he became acquainted with the school of young Radicals of 
whom we have already spoken. From 1844 to 1847 we find him in 
Paris, where he used to spend whole nights in discussion with Proudhon. 
Proudhon’s influence upon him is very marked, and one constantly 
meets with passages in the writings of the Russian anarchist which are 
nothing but paraphrases of ideas already put forward by Proudhon 
in the Idie generate de la Revolution au XIX" siicle. The year 1 848 rex ealed 
to the dilettante nobleman his true vocation, which he conceived to 
be that of a revolutionary. He successively took part in the nsings at 
Prague and in the Saxon Revolution at Dresden He was arrested 
and twice condemned to death, in Saxony and again in Austria, but 
was finally handed over to the Russian authorities, who imprisoned 
him in the fortress of St Peter and St Paul, where an attack of scurvy 
caused him to lose all his teeth. He was exiled to Siberia in 1857, but 
managed 10 escape in 1861 . Making his way to London, he undertook 
the direction of a vigorous revolutionary campaign, which was earned 
on in Switzerland, Italy, and France. During the years 1870 and 1871 

1 See IUVunin'i gif,, written by his friend Jamea Guillaume, included in the cwo- 
volurne edition of hii works; or the notice of him prefaced by Dtavomanov to his 
volume A tufted Bak vnnr nviai-poUtwIttr Brvftttthsrt nr lltrm imd Ogarrff (Stuttgart, 
*895). A fairly full biography was wnuen by Net lla u, but not published; a copy of 
the MS. may he seen in the Bihhothfcpie Nationale at Parrs. See alio M Lagirdrlie's 
article 00 Bakunin In the /trrar f-ehnfmr tt pmlrnntam (looq). Bakunin's works have 
teen published In French in four volumes, the first of which was issued in 1895, and 
the other three in 1907. 1908, and 1909 respectively (Pans, Stork 1. Some of his 
writings, however, are not included among these — l.r, the AafeAr tf At /sAntabmaf 

Atlt*saf<* Stritl Dmtctmy. 
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he successfully planned a popular rising at Lyons. Bernard Lazarttzs 
graphically described him as 

a hirsute giant with an enormous head which seems larger tianil 
really is because of the mass of bushy hair and untrimmed beard 
which surrounds it. He always sleeps rough, has no roof above 
him, and no homeland which he can call his own, and Hie an 
apostle is always prepared to set out on his sacred mission at any 
hour of the night or day. 

The most striking fact in his history was his rupture with Karl Marx 
at the last International Congress, held at The Hague in 1872. Baton ia 
joined the International in 1E69. Disgusted with the pontifical 
tendencies of the General Council, which was entirely under the bed 
of Marx, he proposed a scheme of federal organization under which 
each section would be left with considerable autonomy. The Jura 
Federation supported his proposals, and so did several of the French, 
Belgian, and Spanish delegates, as well as all the Italian. But he was 
expelled from the International by Marx’s own friends. The official 
rupture between Marxian socialism and anarchy, grown to consider- 
able proportions since, dales from that very moment That Hague 
congress marks also the end of the International. Marx soon after- 
wards transferred the centre of the administration to the United States, 
and no conference was held afterwards. Bakunin also retired from the 
struggle about the same time, but not before he had set up a EfW 
association at Geneva, composed of a few faithful friends. In 1876 
Bakunin died at Berne. 

It was in the region of the Jura, in the neighbourhood of Neuchatek 
where Bakunin had still a few followers among the extremely indi- 
vidualistic but somewhat mystical population of those parts, t"* 1 
Kropotkin in the course of a short stay in the district in 1872 imbibed 
those anarchist ideas to the propagation of which he so strenuously 
devoted his life. 1 Although personally unacquainted with Bakunin, 
Kropotkin must be regarded as his direct descendant. 

1 “I returned from that journey with very definite sociological theories in mT 
mind which 1 have ever nacc cherished, and I have done rvrrything I 10 
• them a more clear and • more concrete expression.” Kropotkin's principal '»oru 
PoroUs <Tun Rhoili (1884); In Russian and French Prisons (1887); U Compute A 
(1888; Engl, traits. 1906); The Slate, ,tt Part u History (1898); Futds, Factories, and W*** > 

shops (1899); Memoirs of a Reialuhonist <1900); Mutual Aid (»9oa). He has also pun- 1 
hshed a large number of pamphlets, among them I'AnmAses « fihiiueftie. sen siua 
{1896}. Our quotations are taken from Eiubachrr* Der Anorchtsmus. a work tn« , 
consists almost entirely of quotation, from the »■"“* “* rch “* «uthors, 
under a few headings. (The reference are 10 the Prench translation, spm.-yJ 
These writers, and Kropotkin among them, base reach y recognised the impartiality 
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Prince Kropotkin also was a Russian aristocrat, and he, like his 
master, joined the army after a short period of study. He attracted 
public notice first of all as the author of several remarkable works deal- 
ing with natural history and geography, which showed him to be a 
confirmed disciple of Darwin. But science was by no means his only 
interest. By 1871 Hegelian influence was on the wane in Russia, and 
the more thoughtful of the younger generation turned their attention 
to democracy. The new watchword was, “ Go, seek the people, live 
among them, educate them and win their confidence if you want to 
get rid of the yoke of autocracy." Kropotkin caught the inspiration. 
He himself has told us how one evening after dinner at the Winter 
Palace he drove off in a cab, took off his fine clothes, and, putting on 
a cotton shirt instead of his silk one, and boots such as the peasants 
wore, hurried away to another quarter of the city and joined a number 
of working men whom he was trying to educate. But his propaganda 
proved short-lived, for one evening when he was leaving the head- 
quarters of the Geographical Society, where he had just been reading 
a paper and had been offered the presidency of one of the sections, he 
was arrested on a charge of political conspiracy and imprisoned in the 
fortress of St Peter and St Paid. He managed to escape in 1876, and 
found refuge in England. Afterwards he was wrongfully condemned 
to three years’ imprisonment at CJairvaux on account of his supposed 
complicity in an anarchist outbreak which took place at Lyons in 
1884. But there was something extraordinary about a prisoner who 
could get the libraries of Ernest Renan and the Paris Academy of 
Sciences placed at his disposal during his term of imprisonment to 
enable him to pursue his scientific investigations. During his previous 
imprisonment in Russia the Geographical Society of St Peters- 
burg had extended him a similar privilege. Afterwards Kropotkin lived 
in England, which he left after the Bolshevik Revolution to return to his 
country. 

The best-known French anarchists, £lis<e Reclus, the geographer, 
and Jean Grave, simply reproduce Kropotkin's ideas, with an occa- 
sional admixture of Bakunin’s or Proudhon’s ‘ 

Our concern is with the expression of anarchist ideas as we find them 
in the best-known writers of the school. Consequently we must pass 
over the very striking but immature formula; which are not infrequently 
to be met with in the works of more obscure writers.* 

1 Cf. L’fcefulion, la tixluhm, it I'tJiol aaajMjut, by £bi<« Rtdui (Paris, i8q8), 
and La Soa/U futurt, by Jean Grave (1895). 

* On the poiiuon of anarchist idea* in France at lhat lime see R. de Mannande, l*t 
Fircts ritnlutumaam n Fro*u, in tbe CramU Rian, August 10, 19 u. 
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Here again the distinguishing features are the emphasis laid upon 
individual rights and a passion for the free and full development cf 
personality, which, as we have seen, was the keynote of S timer’s 
system. "Obedience means abdication,” declares tMsic Reclus. 1 
"Mankind’s subjection svill continue just so long as it is tolerated. I 
am ashamed of my fellow-men," writes Proudhon in 1050 from his 
prison at Doullens.* “My liberty,” says Bakunin, “or what coma to 
the same thing, my honour as a man, consists in obeying no other 
individual and in performing only just those acts that carry conviction 
to me.”* Jean Grave declares that society can impose “no limitations 
upon the individual save such as are derived from the natural condi- 
tions under which he lives.” 1 

But this cult of the individual which is present everywhere in 
anarchist literature rests upon a conception which is the direct anti- 
thesis of Stirner’s. To Stimer every man was a unique being whose 
will was his only law. The anarchists who follow Proudhon, on the 
other hand, regard man as a specimen of humanity, i.t., of some- 
thing superior to the individual. “ What I respect in my neighbours 
his manhood,”* wrote Proudhon. It is this humanity or manhood 
that the anarchist would have us respect by respecting his liberty, for, 
as Bakunin declares, “ liberty is the supreme aim of all human develop- 
ment.”* It is not the triumph of the egoist but the triumph of humanity 
in the individual that the anarchists would seek, and so they claim 
liberty not merely for themselves but for all men. Far from wishing 
to be served by their fellow-men, as Stimer desired, they want eq 
respect shown for human dignity wherever found. “Treat others a| 
you would that others should treat you under similar circumstances, 
writes Kropotkin, employing Kantian and even Christian phraseology* 
Bakunin, a faithful disciple of Proudhon’s, considered that 
morality is founded on human respect, that is to say, upon the recogoi 
tion of the humanity, of the human rights and worth in all men. 


* L'Eoolutum, la s/eolution, il VidJal asusrchipte, p. 83; *nd be adds: 
implies the fullest »nd most absolute liberty of expression of opinion on all UW 
whatsoever. It further involves complete freedom to follow one's own Inc 

or to do as one likes" (p. 143), with this single proviso: “ that the individual is 
developing a healthy moral life" (p. 141). 

* Extract from Comets, published in Le Figaro, January 16, 1909. 

* (Fusses, VoL I. p. 28 1 . teerot 

•Jean Crave, La SocxiU future, p. 157. Cf. also p. 199: “No individual mult accrp 

any restriction that will check his development, nor must he submit to the yo 
authority under any pretence whatsoever.” 

* Justin dasu U RJvoIuHok, VoL I, p. 183. 

* Bakunin, (Ernsts, VoL I, p. 105. 

* Quo led by Eltxbacber, ep. ciL, p. 199. 
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whatever race or colour, degree of intellectual or moral development"; 1 
and he adds that 

the individual can only become free when every other individual is 
free. liberty is not an bolated fact. It is the outcome of mutual 
goodwill; a principle not of exclusion, but of inclusion, the liberty 
of each individual being simply the reflection of his humanity or of 
his rights as a human being in the conscience of every free man, his 
brother and equal.* 

This idea of humanity, which the latest anarchists owe to Proudhon, 
is not simply foreign to Stimer, but is just one of those phantoms 
which Stimer was particularly anxious to waylay.* 

Along with this extravagant worship of individual liberty goes a 
hatred of all authority. Here the political anarchists join hands with 
Stimer. For the exercise of authority of one man over another means 
the exploitation of one man by another and a denial of his humanity 
The State is the summation of all authority, and the full force of 
anarchist hatred is focused upon the State. No human relation is too 
sacred for State intervention, no citizen but is liable to have his con- 
duct minutely prescribed by law. There arc officers to apply the law, 
armies to enforce it, lecturers to interpret it, priests to inculcate respect 
for it, and jurists to expound it and to justify everybody. Thus has 
the State become the agent par excellence of all exploitation and oppres- 
sion. 1 It is the one adversary, in the opinion of every anarchist — "the 
sum total of all that negates the liberty of its members." "It is the 
grave where every trace of individuality is sacrificed and buried.” 
Elsewhere, “it is a flagrant negation of humanity.”* Bakunin, who In 


1 Bakunin, (Emm, Vol. I, p. 981. “I can be really free wben (hose around me, 
both men and women, are also free. The liberty of others, far from limiting or 
negating my own, is, on the contrary, its necessary condition and guarantee " 

* Jtid , VoL I, p. 377. 

•The idea of respecting man's humanity is vigorously criticized by S timer. 
Proudhon is expressly mentioned as the chief representauve of that view. The 
principle was also regarded with some favour by Feuerbach, who wanted to substi- 
tute emphasis upon the human in man for the stress generally laid upon the divine 

* Proudhon is the model here. "To be governed," says he (Mil gfnhalt dt la 
R/coluIian) "is to have every deed of ours, every action and movement, noted, 

registered, reviewed, docketed, measured, filed, assessed, guaranteed, licensed, 

authoriied, recommended, prohibited, checked, reformed, redressed, corrected; 
under pretence of public policy, to be taxed, dragooned, imprisoned, exploited, 
cajoled, forced, cheated, robbed; at the least sign of resistance or complaint to be 
repressed, convicted, vilified, vexed, hunted, mauled, murdered, stripped, garrotted 
imprisoned, shot, slaughtered, judged, condemned, deported, sacrificed, sold, 
betrayed, and finally mocked. Routed, outraged and dishonoured. That is govern- 
ment, such its justification and morality,” 

* Bakunin, Vol. I, pp. 143, 4*7, 151. 
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t*i» pMtf-rr *v*I! at in n tny rthert H a ft*Pr>w»r of lint i it, tpeiiiof 
it a* ” \* * Lv*fr»ncn rf Irf'iriitrtl force." That it enough to 

t»*rf if S>e rt*t wt'ft t fir e*»f rf file, fi-f (h* aim rf fcurwrjty h 

fi*tt (>rtr p* "a perm inept negation rf liberty."* 

A reeetury A^ns rf eppfe**,.,i», ipver nmcnt alwtvt aw} inevitable 
!*rrr/i ifw* *s~nt rf eottuptkm ft cm tarn mates everythin? L- 
rr-Tvrt ipfntfinfjrf tvfffi if, »«<! the first tr»»how tigns of nirh cnntarnin: 
t*nti at* t’t «w*n represent «tiv*« 


It** l»-»t min. *»t fever ih.it may lie, whatever degree of inrrE 
fence, r*JC«MrtrmtY, arri purity rf hr art hr may have, it ur-avcid 
nMy corrupted le» hi* trade th" person who enjoys any prink? 
whether prlitirji r>t remoemr, i* intellectually and morally < 
ll'j'tutil tlufjtKf 


So {Ulunin thnufht,* anti fluff Rrelui write* in a umHar strain 
"larty iter in nature Iran iti own peculiar fruit, and government, 
whatever W the form it take, always mu!u in caprice or tyranny, « 
mtiery, *dl limy, murder, and evil. ‘ ,J The governing eJaoes am 
inevitably tlmiurjlunl, hut to are the governed, and fur just the same 
reasons. (knernment tt a worker of mil even when it would do good, 
fur "the good whenever it tt cnjoinetl becomes evil. Liberty, 
real human dignity consists in this, that man should do what a good 
not because he is told to do «t, btit simply because he thinks that »t 
really is the Lest that he can ever wash or desire."* 

It matters little wliat form government takes. Absolute or eorutitu- 
lional monarchy, democratic or aristocratic republicanism, govern- 
ment on the basis of a universal or a restricted suffrage, are all «n 
the same, for they all presuppose a State of some sort. Authont), 
whether of a despot or of the majority of the community, is nonc e 
less authority, and implies the exercise of a will other than d> c 
vidual’s own. The great error committed by all the revolutions o e 
past has been this: one government has been turned out, but o J 
have its place usurped by another. The only true revolution w 
that which will get rid of government itself— the fount and origin o 


all authority. . . 

Still closer scrutiny reveals the interesting fact that the State, w ^ 
is naturally oppressive, gradually becomes employed as the instrumen 
for the subjugation of the weak by the strong, the poor by the nc 
It was Adam Smith who ventured to declare that ‘‘civil govenunen 
... is in reality instituted for the defence of the rich against the p°o*» 
or of those who have some property against those who have none 

* Bakunin. (Emus, Vol. I, p, 238. * Rid-, VoL I, p. , 7 ®> Y?*". 

» i'Enlulim, h tMuhon, tt VuUol onmMstt, p. 164- * Balunm, \ ol. 1. P- 
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all.*’ 1 Pages of anarchist literature simply consist of elaborate para- 
phrases of this remark of Smith’s 

Kropotkin thinks that every law must belong to one or other of three 
categories. To the first category belong all laws concerned with the 
security of the individual; to the second all laws concerned with the 
protection of government; and to the third all those enactments where 
the chief object in view is the inviolability of private property.* In 
the opinion of the anarchist, all laws might more correctly be placed 
under the last category only, for whenever the safety of the individual 
is in any way threatened it is generally the result of some inequality of 
fortune.* Indirectly, that is to say, the attack is directed against 
property. The real function of government is to defend property, and 
every law which is instrumental in protecting property is also effective 
in shielding the institution of government from attack. 

Property itself is an organization which enables a small minority of 
proprietors to exploit and to hold in perpetual slavery the masses of 
the people. In this instance the anarchists have not made any weighty 
contribution of their own, but have merely adopted the criticisms of 
the socialists. 4 Proceeding in the usual fashion, they point to the 

1 WraWi of JfalioM, Vo). II, p. 207. Cf. Dipt a, p 95, footnote Adam Smith, it i» 
true, did write that “civil government, so far as it is instituted for the security of 
property,” etc.; but that does not imply that the great economist regarded this as the 
only object of government, although it certainly u one of its chief aims. 

* “The million and one laws that govern humanity naturally fall into one or other 
of three categories: laws for the protection of property, of government, or of indi- 
viduals. If we tale these three divisions and analyse them we are inevitably forced 
10 realise how futile and even injurious all legislation 11 " (Memoirs of a Revolutionist, 
p. 236.) 

* “Society itself is every day creating beings imbued with arm-social feelings and 
incapable of leading honest, industrious lives.” (Kropotkin, quoted by Eltzbacher, 
op. tit, p. aat ) “Seeing that the oigamzation of society is always and everywhere 
the one cause of all the crimes committed by men, its conduct in punishing criminals 
is dearly absurd or obviously insincere. Every punishment implies guilt, but the 
criminals in this case are never guilty. We deny the so-catled right of society to 
bestow punishment in this arbitrsry fashion. A human being is simply the unwilling 
product of the natural or social envsronment in which he was bom and reared and 
under whose influence he still remains. The three great causes of human immorality 

are inequality, whether political, economic, or social ; ignorance, which is its natural 

result; and slavery, its inevitable consequence.” (Bakunin, Programme dr P.lUiancr 

wtrrnattanale de la Democratic socialist*, its So&al^iohtischeT Brirfooeohsil, pp 332-333.) 

“Property and want are the great incentives to crime. But if defective soeiety 

organisation is the cause of crime, an improvement in organisation should cause a 
disappearance of crime " (Jean Grave, La Sociiti fuhnr, pp. 137-138.) 

* “I» it necessary,” asks Balusxuv, "to repeat the arguments of socialism, which 
are still unanswerable and which no bourgeois economist has ever attempted to dis- 
prove? What are we to make of property and capital as they ettst at the preaeot 
moment' In both tun tt practically means a nghl or a power guaranteed and 
protected by society to hv e wsihout working; and since property and capital produce 
abtolutcly nothing unless fertilised by labour it means power and the right to live 


miserable wages which are usually paid to the workers, and show how 
the masters always manage to reserve all the leisure, all the joys of 
existence, all the culture and other benefits of civilization for them- 
selves. Private property is of the essence of privilege — the parent of 
every other kind of privilege. And the State becomes simply the 
bulwark of privilege. “ Exploitation and government,” says Bakunin, 
“are correlative terms indispensable to political life of every kind. 
Exploitation supplies the means as well as the foundation upon which 
government is raised, and the aim which it follows, which is merely 
to legalize and defend further exploitation." 1 “Experience teaches 
usj” says Proudhon ,* “that government everywhere, however popular 
at first, has always been on the side of the rich and the educated as 
against the poor and ignorant masses.”* 

Whether the extinction of private property, which would free the 
worker from the danger of being exploited by the rich, would also 
render the State unnecessary is a question upon which the anarchists 
are not agreed. Proudhon, we remember, hoped by means of the 
Exchange Bank to reduce the right of property to mere possession. 
Bakunin, on the contrary, was under the spell of the Marxians, and, like 
a true collectivist, he thought that all the instruments of production, 
including land, should be possessed by the community. Such instru- 
ments should always be at the disposal of groups of working men 
expert in the details of agriculture or industrial production, and sue 
workers should be paid according to their labour.' Kropotkin, on the 
other hand, regarded communism as the ideal and looked upon . * 
distinction drawn by the collectivist between instruments of production 
and objects of consumption as utterly futile. Food, clothing, and rue 
were quite as necessary for production as machinery or tools, an 
nothing was gained by emphasizing the distinction between therm 
Social resources of every kind should be freely placed at the dupo* 3 
of the workers.' , 


upon the labour of others and to exploit the labour of those who hive neither P™?" 
nor capital and are compelled to sell their productive forte to the fortunate , 
the one or other of these.” Cf. Kropotkin'* Cmjutil if Brtai, p. 56: “ Multiply ** ^ 
choose them w here you will, consider the origin of all fortune*, large or »mai . ** ^ 
arising out of commerce, finance, manufacture*, or the land. Everywhere 
find that the wealth of the wealthy tpring* from the poverty of the poor. ^ 
•entente be nrau up a long demonstration which he give* in proof of this c<’ n 

* Bakunin, CEwni, Vol. I, p. 314 

* IJ/t /Malt it U Rholutvm, p. Itg. gad 

•“Law h (imply an instrument invented for the maintenance or exp ... j r ji- 

the domination of the idle rich over the toiling masses, ft* *o(e mission “ 1 •* 
non of exploitation." (Kropotkin, Mmti’t »f * flncluliorut, p. »3 V) 

* Bakunin, Prtfrtum* it CAUUntt, (n Stftd-fi»(ituiAtr BritfitttAttf, p. J 39 - 

* Kropotkin, Osftuit «/ B’/ai, pp. fit -64. 
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But the State and the institution of private property by no means 
exhaust the list of tyrannies. Individual liberty is as little compatible 
with irrevocable vows — that is, with a present promise which binds 
for ever the will of man — as it is with submission to external authority. 
The present marriage law, for example, violates both these conditions. 
Marriage ought to be a free union. A contract freely entered upon and 
deliberately fulfilled is the only form of marriage that is compatible 
with the true dignity and equality of both man and woman. 1 11 A free 
and not a legal contract is the only form of engagement which the 
anarchists recognize. Free contract between man and wife, between 
an individual and an association, between different associations 
pursuing the same task, between one commune and another, or 
between a commune and a whole country. But such engagements 
must always be revocable, otherwise they would merely constitute 
another link in the chain that has shackled humanity. Every contract 
that is not voluntarily and frequently renewed becomes tyrannical 
and oppressive and constitutes a standing menace to human liberty. 
"Because I was a fool yesterday, must I remain one all my life?"* 
asks Stirner; and on this point Bakunin, Kropotkin, Reclus, Jean 
Grave, ai\d even Proudhnw are agreed. 

To regard their social philosophy as nothing but pure caprice 
because of the wonderful faith which they had in their fellow-men 
would, however, be a great mistake. 

Notwithstanding the merciless criticism of authority of every kind, 
there was still left one autocrat, of a purely abstract character, perhaps, 
but none the less imperious in its demands This was the authority 
of reason or of science. The sovereignty of reason was one of the 
essential features of Proudhon’s anarchist society. 5 What Proudhon 
calls reason Bakunin refers to as science, but his obeisance is not a 
whit less devotional. “ Wc recognize," says he, 

the absolute authority of science and the futility of contending with 
natural law. No liberty is possible for man unless he recognize this 

1 “The anarchists want to see Tree unions established, resting upon mutual affection 
and based upon respect for one’s self and for the dignity of others. And in that 
•CTise, in their desire to show respect and affection for all the members of the associa- 
tion, they are inimical to the family.” (Clnfe Reclus, »p. tiL, pp. I 45 '> 4 6 -) 

Dtr Eutetyr, p. ng. 

* Cf Ml [Mall it ta R/ixtutin, p. »8i, and p. 34a: “Revolution follows revelation. 
Reason aided by experience reveals to us the nature of the laws which govern society 

11 well as nature, and which in both cases are simply the laws of necesuty. They are 
neither made by man nor imposed by bis authority. They have only been discovered 
step by step, which is a proof of their independent existence. By obeying them a man 
becomes just and noble. Violation of them commutes injustice and no. I can suggest 
t*o other motive for human actions,” 



Tilt AftAKCltlUl 


«rd wfl fo Him this law to his fwn advantage. No cr* eicrpt 1 * 
feel tit a tleelrpiap, rr perhajs a metap hysiri-iR, a jcnst, eri 
N'tirg'rn rrrnffrrtf, would revolt against the mathematical fa* 
illicit cWlurs that a * a ** 4. 

"l He til mem tli.it a m.ta can cl.nm In thh matter ii that “he obfri 
lam of future became he himself has come to regard them a mo* 
*ary, nr.d not lecauie they have been imposed upon him by *** 
ntrriMl authority "• 

Not only doer Bakunin low the knee to science, but he also P* tsB 
nllrgunre in technical or scientific »k>JJ. 

In tlie matter of boots I am willing to accent the authority of L-f 
shoemaker; of clothe*, the opinion of the tailor; if it is a h oise, 
canal, or a railway, I consult the architect and the engineer. 

I respect is not their office but their science, rot the man bu 
knowledge. I cannot, however, allow any one of them to icp- 
upon me, be he shoemaker, tailor, architect, or savant 
them willingly and with all the respect which their 
character, or knowledge deserves, but always reserving my m®- 
puted right of criticism and control.* 

Bakunin has no doubt that most men willingly and 3 P°” U ^'^ 
acknowledge the natural authority of science. He agrees with I** 31 " 
and employs almost identical terms* when he declares that comre ^ 
sense is one of the commonest things in the world.” But to 1 
sense simply means “the totality of the generally rreopuzed w1 
nature.” He shares with the Physiocrats a belief in their obvwysn^ 
and invokes their authority whenever he makes a vow. He *■ ^ 
anxious to make them known and acceptable of all men thn>u D ^ 
instrumentality of a general system of popular education. .The mo 
they are accepted by “ the universal conscience of mankind d* c ( 

of liberty will be completely solved.”* Let us again note how 
all this is of the rationalistic optimism of the eighteenth century.^^ 
how closely Liberals and anarchists resemble one another 
absolute faith in the "sweet reasonableness” of mankind, 
only differs from the Physiocrats in his hatred of the despot » orn 
had enthroned. 

A society of free men, perfectly autonomous, each obeyin g 0 Y ^ 
self, but subservient to the authority of reason and science ■j*** 0 ^ 
the ideal which the anarchists propose, a preliminary "const 
of its realization being the overthrow of every established au 


1 Bakunin, □Turns, VoL III, p. ji. 

* “ In general we may say that man’s general 

we call good sense.” {Hid , VoL III, p. 50.) 
VoLIII,p. 5 «. 


’IbU^Vol. HI.P-55-^b, 
Ide is almost entirely ! wo " 
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“No God and no master,” says Jean Grave; “every one obeying his 
own will.” 1 

Hit MUTUAL AID AND THE ANARCHIST 
CONCEPTION Or SOCIETY 

At first sight it might seem that a conception or social existence 
which would raise every individual on a pedestal and proclaim the 
complete autonomy of each would speedily reduce society to a number 
of independent personalities. Every social tie removed, there would 
remain just a few individuals in juxtaposition, and society as a ‘collec- 
tive being* would disappear. 

But it would be a grievous mistake to conceive of the anarchist ideal 
in this light. There is no social doctrine where the words 'solidarity* 
and 'fraternity' more frequently recur. Individual happiness and 
social well-being are to them inseparable. I lobbes’s society, or Sumer’s, 
where the hand of every one is against his brother, fill the anarchists 
with horror. To their mind that is a faithful picture of society as it 
exists to-day. In reality, however, man is a social being. The individual 
and society are correlative: it is impossible to imagine the one without 
thinking of the other. 

No one has given more forcibte expression to this truth than Bakunin; 
and this is possibly because no one ever had a keener sense of social 
solidarity. “ Let us do justice once for all,” he remarks, 

to the isolated or absolute individual of the idealists. But that indi- 
vidual is as much a fiction as that other Absolute — God. . . . Society, 
however, is prior to the individual, and will doubtless survive him, 
just as Nature will. Society, like Nature, is eternal; born of the tvomb 
or Nature, it will last as long as Nature herself. . . . Man becomes 
human and develops a conscience only when he realizes his humanity 
in society; and even then he can only express himself through the 
collective action of society. Man can only be freed from the yoke 
of external nature through the collective or social effort of his fellow- 
men, who during their sojourn here have transformed the surface 
of the earth and made the further development of mankind possible. 
But freedom from the yoke of his own nature, from the tyranny of 
his own instincts, is only possible when the bodily senses are con- 
trolled by a well-trained, well-educated mind. Education and train- 
ing are essentially social functions. Outside the bounds of society, 
man would for ever remain a savage beast. 1 

Whether we read Proudhon or Kropotkin, we always meet with the 
same emphasis on the reality of the social being, on the pre-existence 
of the State, or at least of its necessary coexistence, if the individual 
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H rrtT to irach full d«*vrIopmpnf. Il h true that thrrs art * a 
•Mtrhwtt, Stic f * at Jean Grave, who still teem to uphold the old fu 
cKitinctirm between the individual ami jociety, and who eoneavt 
loctVty at made tip of individual* jutt At a home it built of bn'cii. 

But »i there no element of contradiction between this idea and i 
previous declaration of individual autonomy? How it it possible 
cult metal life am! at the time time demand the abolition of 
traditional social {info? 1 

The apparent antinomy it eetolted by emphasizing a distinct! 
which liberalism had drawn between Rovemment and soa’ety. Sode 
ii the natural, ipontaneout expmsion of social life. Government 
an artificial organ, or, to change the metaphor, a parasite preyfi 
upon lociety .* Liberals from the days of Smith onward had applii 
the distinction to economic institutions; the anarchists were to apply 

* Bakunin on hit deilh-bed confessed to his friend Reschrl that "all hit pbilovrpl 
had been buill upon a false foundation. All was vitiated because be had begun t 
Ukin* man at an individual, whereat he it really a member of a collective whole 
(quoted by Guillaume, preface to VoL II, p 60). In he Phlosephu At P^S" 

(OW.r, VoL XX. pp. 56-38) Proudhon wntes as follows; “AH that reason Inl- 
and maintain* it I hat the individual, bke an idea, it really a group. AH esisieoce 1 
in group!, and whatever forms a group alto forms a unit, and consequently become 
perceptible and it then taid to exist- In accordance with this general conception o 
being, I think it possible to prove the existence of positive reality and up to a entail 
point to demonstrate the laws of the social bong or of the humanitarian group, 
to establish a proof of the existence of an individuality superior to collective turn *™ 
still quite other and different from his individual telf.” The tame kfca fieq°“‘o 
comes up in different connexions, (/, in the Ptbl Cel/diismt pohti/pu at the a* 1 
VoL I of In Justin dam hi Ffeolutiot, and in fits gMrolt <U la lUcahtwa. 

Kropotkin thinks that man has always lived in society of one kind or another, 
far back as we can go in the paLro-elhootogy of mankind, we End men Im"* 
societies, in tribes similar to those of the highest mammals." [Mutual die, P- 5 " 
"Man did not create society; society is older than man.” (The Stole, ito 
p. 6; London, 1898-] Jean Grave, on the other band, thinks that “the individual 
prior to society. Destroy the individual, and there will be nothing left ln i 

the association be dissolved and the individuals scattered, they w SI fare buly 
will possibly return to savagery, their faculties will decay and not progress, but > 
they will continue to exist.'' (La Smuiijuturr, pp. 160-162.) C rave's view is _ 

• his own and does not square with those of either Kropotkin, Bakunin,_or Prou 

the real founders of anarchy. It is, moreover, quite obvious thal their theories^ 
really much nearer the truth, for it u as impossible 10 conceive of X’O'IP , 

. the individual as it is to conceive of the individual without society. The ““"'Vij 
si Bakunin emphatically declares, is a fiction, or an a in traction, as Wains » 
say. Many people find it difficult to accept this doctrine. But it teems the O"!' 
that tallies with the facts, whether of nature or of history. We can no more 
the individual without society than we can a fish without water. Deprived * 

It is not only less of a fish, but it is no longer a fish at all— except a dead one. ^ 

* Bastiat speaks of this error of confusing government and society as ”* . 

worst that has ever befallen the science. The State problem he defines as „ . 
“How to inscribe within the great circle which we call society that other circle 
\ government.'’ Dunoyer in so many words expresses the same idea. 
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to every social institution. Not only the economic but every form of 
social life is the outcome of the social.instinet which lies deep in the 
nature of humanity. This instinct of solidarity urges men to seek the 
help of their fellow-men and to act in concert with them. It is what 
Kropotkin calls mutual aid, and seems as natural to man and as neces- 
sary for the preservation oF the species as the struggte for existence 
itself. What really binds society together, what makes for real cohesion, 
is not constraint (which, contrary to the time-honoured belief of the 
privileged classes, is really only necessary to uphold their privileges), 
but this profound insdnet of mutual help and reciprocal friendship, 
whose strength and force have never yet been adequately realized. 
“There is in human nature,” says Kropotkin, “a nucleus of social 
habits inherited from the past, which have not been as fully appre- 
ciated as they might. They are not the result of any restraint and 
transcend all compulsion.” 1 

Law, instead of creating the social insdnet, simply presupposes it 
Laws can only be applied so long as the instinct exists, and fall into 
desuetude as soon as the instinct refuses to sanedon them. Govern- 
ment, far from developing this instinct, opposes it with rigid, stereo- 
typed institutions which thwart its full and complete development. 
To free the individual from external restraint is also to liberate society 
by giving it greater plasddty and permitting it to assume new forms 
which are obviously better adapted to the happiness and prosperity of 
the race.* Kropotkin in his delightful book Mutual Aid gives numerous 
examples of this spontaneous social instinct. He shows how it assumes 
different forms in the economic, scientific, educational, sporting, 
hygienic, and charitable associations of modem Europe; in the munici- 
palities and corporadons of the Middle Ages; and how even among 
animals this same instinct, which forms the real basis of all human 

* Memoirs of a Revolutionist. CJ. 1I50 ParoUs <T un RioolU , p. 221. 

1 This idea finds frequent expression with both Rectus and Kropotkin. ‘‘The fact 
that we have Instituted, regulated, codified, and encompassed with constraints and 
penalties, with gendarmes and jailers, the larger part of our more or less incoherent 
collection of political, religious, moral and social conceptions of to-day in order to 
enforce them upon the citizens of to-morrow U in itself sufficiently absurd, and it is 
bound to have contradictory results. Life, which is always improving and renewing 
itself, can never submit to regulations which have been drawn op in some period 
now past.” (Redus, op. at, pp. 108-109.) “Anarchist society," writes Kropotkin, 
“is one to which any pre-established, crystallized form of law will always be repug- 
nant. It is also one which looks for harmony, which can only be temporary and 
fugitive perhaps, in the equilibrium between the mass of different forces and influences 
of every kind which pursue their course without the slightest deflection, and which 
because they are quite untrammelled beget reaction nod arouse those activities which 
are favourable to them when they move in the direction of progress." {L’Anardtit, 
pp. 17, 18.) 
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tTKistln, h m ohM«I them In overcfrnv the natural dangers that 

Ihrrattn their etitfenee. 

Anarchist Joelety mint not he ennreivrr! at a bdtvn tmrhtm eras 
mvt, hut at a federation of free artociatwrrt which every one wooH 
be at liberty to enter ami to leave jutt at he liked. Thu society, 
Kropotkin trllt ut, would lie composer! of a multitude of association} 
I mum! together for all purp«fl that demand united action. A feden- 
tioti of ptoduon would have control of agricultural and industrial, 
and even of intellectual and artistic, production; an association of 
Comumen would see to questions of housing, lighting, health, tod, 
and sanitation. In some cases the federation of producers would p> D 
hands with the consumers’ league. Still wider groups would embrace 
a whole country, or possibly several countries, and would include 
people employed in the same kind of work, whether industrial, intel- 
lectual, or artistic, for none of these pursuits would be confined to 
some one territory. Mutual understanding would result in combined 
elforu, and complete liberty would give plenty of scope for invention 
and new method} of organization. Individual initiative would be 
encouraged; every tendency to uniformity and centralization wonM 
be effectively checked. 1 , 

In such a society as this complete concord between the general an 
the individual interests, hitherto so vainly sought after by the bour- 
geoisie, would be realized once for all in the absolute freedom now the . 
possession of both the individual and the group, and in the total disap- 
pearance of all traces of antagonism between possessors and non- 
possessing, between governors and governed. Again we note a rests 
of the belief in the spontaneous harmony of interests which ssus so 
prominent a feature of eighteenth-century philosophy. 1 

Such an attractive picture of society was bound to invite critias®. 
The anarchists foresaw this, and have tried to meet most of 
arguments. 

In the first place, would such extravagant freedom not beget a ^ t 


1 Mrmeirt tf a Jtnvluticml. . J 

* Proudhon hid already »et the problem as follows: "Can we find * “e 
transacting business that will unite divergent interests and identify ““fy” . Vj 
the general well-being, replace the inequality of nature by equably of . ! |t 

remove all political and economic contradictions; when each fodi'idnal 
once both producer and consumer, citizen and sovereign, ruler and rw , 
liberty will always expand without involving any counter-loss; when the * ,j. c 
of each will grow indefinitely without involving any damage to the propO-rty,^^^ 
labour, or the revenue of any of his fellow-citizens, or of the State n** 1 
weakening the interests he has in common with his fellow-men, .. ) 

their good opinion or destroying their affection for him?'’ (/aPr •tf®**' 1 ' 'V ncfx j 
*■ Jean Grave: “Were society established on natural bases, individual ana g^ 

. would never conflict.” (Soa/U fiturr, p. 1 56.) 
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unjustifiable repudiation of contracts, crimes and misdemeanours? 
Would it not give rise to chronic instability? and would the con- 
scientious never find themselves the victims of the fickle and the 
fraudulent? 

The anarchists agree that there may be a few pranks played, or, as 
Grave euphemistically calls them, “certain acts apparently altogether 
devoid of logic.”* But can we not reckon upon criticism and disap- 
proval checking such anti-social instincts? Public opinion, if it were 
once freed from the warping influence of present-day institutions, would 
possess far greater coercive force.* Our present system of building 
prisons, “those criminal universities," as Kropotkin calls them, will 
never check these anti-social instincts. “Liberty is still the best remedy 
for the temporary excesses of liberty.”* Moreover, such a system 
would enjoy a superior sanction in the possible refusal or other people 
to work with those who could not keep their word. 4 “ You are a man 
and you have a right to live. But as you wish to live under special 
conditions and leave the ranks, it is more than probable that you will 
suffer for it in your daily relations with other citizens.”* 

But there is still a more serious objection. Were there no com- 
pulsion, would anyone be found willing to work* The host of idlen 
is at the present time vast, and without the sting of necessity it would 
become still greater. Kropotkin remarks that ”11 is only about the 
sugar plantations of the West Indies and the sugar refineries of Europe 
that robbery, laziness, and very often drunkenness become quite usual 
with the bees.”* Is it not possible that men are just imitating the bee? 

The anarchists point out that many a so-called idler to-day is 
simply a madcap who will soon discover his true vocation in the free 

* Lb StntJU futurt, p. 16. “We cannot tluguur the fact," u>i Kropotkin, “dial if 
complete liberty of thought and action were onre given to the individual we should 
tee tome exaggeration!, possibly extravagant exaggerations, of our principles." 
tMraein tj » Rmtatmut, p 41J ) 

“‘The only great and all-powerful authority at onre rational and natural that we 
can retpect u the public spirit of a collective society founded upon equality and soli- 
darity, upon liberty and respect fur the human qualities of all its members. It wdl 
be a thousand timrs more powerful than all your authonurx, whether divine, then- 
logical, mciaphjsicaJ. political, or juridical, whether instituted by Church or by 
Stale; more powerful than all jour criminal codes, all your jailen and hangmen " 
(Bakunin, dmni, Vol III, p 79) 

IW^brTk.^ * X n tb ti B Bul , p. 414 This is also one of the favourite dctnnn of 
4 Kropotkin, Craprrf bJ BrrmJ, p. roG. 

* Grave, ap. oh, p. »97 Proudhon i> even snore aevrre "By making a contract 
you become a memler of the fraternity of free men. In caae td infringement, cither 
on their aide or on yours, you are responsible to one another, and the responsibility 
michi even involve rxrommunirauon and death." ( 1 M 1 gfWiai, p. }|j > 

* Kropotkin. XIuIbbI 1 U. p. tj. 
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odety of the future, and will thus be gradually transformed into a 
iseful member of society. 4 Moreover, does not the &ct that so many 
eople shun work altogether prove that the present method of 
rganizing society must beat once cruel and repugnant? The certainty 
f being confined in an unhealthy workshop for ten or twelve hours 
very day, with mind and body “to some unmeaning task-work 
Even,” in return for a wage that is seldom sufficient to keep a family 
i decent comfort, is hardly a prospect that is likely to attract the 
orker. One of the principal aims of the anarchist regime — and in 
i is respect it resembles the Phalanstire of Fourier — ill be to 'male 
bour both attractive and productive.* Science will render the fac- 
i*y healthy, well lighted, and thoroughly ventilated. Machinery will 
fen come to the rescue of the housewife and will relieve her of many 
disagreeable task. Inventors, who are generally ignorant of the 
ipleasont nature of many of these tasks, have been indined to ignore 
cm altogether. “If a Huxley spent only five hours ir. the severs of 
jndon, rest assured that he would have found the means of making 
cm as sanitary as his physiological laboratory.”* Finally, and most 
iportant of all, the working day could then be reduced to a matter 
four or five hours, for there would no longer be any idlers, and the 
itematic application of science would increase production tenfold. 

The wonderful expansion of production under the influence of 
plied science is a favourite theme of the anarchists. Kropotkin has 
ated us to some delightful illustrations of this in his Conquest of 
tad. He begins by pointing out the wonders already accomplished 
market gardeners living in the neighbourhood of Paris. One of 
se, employing only three men working twelve to fifteen hours a 
y, was able, thanks to intensive cultivation, to raise no tom of 
•etables on one acre of ground. Taking this as his basis, he cal cu- 
rs that the 3,600,000 inhabitants in the departments of the Seine 
i the Seine-et-Oise could produce all the com, milt, irge tables, 

1 fruit which they could possibly need in the year with fifty-right 
Mays’ labour per man. By parity of reasoning he arrives at the 
elusion that twenty-eight to thirty-six days’ work per annum would 

‘In our opinion, and speaking strictly, there is no inch thing u a really idle 
on. There are a few individuals, perhaps, who bare not developed ai dicy 
!>t have done and whoae activity has never found a proper outlet under existing 
litionr. Ia a society where every One would be allowed to choose hu own tphere 
ori the aflat people weuA# be fototd doing ooeaething “ (J- Cetrr, Is Soolu 
t, pp. 177-278.) Kropotkin writes in the same strain (CmjuuI of W, thsptef 
l}/«lvwr). _ 

Cropotiin, A (main of • Revolutionist, p. 4 * 4 * Coeopssl ef Bread, p. rjo. Tb» 
chiitt show no desire to expand the Pbalanslhr, but prefer the family life 
Isnfuti t of Betel, p. 204. 
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secure for each family a healthy, comfortable home such as is occupie 
by English working men at the present time. The same thing appli 
to clothing. American factories produce on an average forty yards 
cotton in ten hours. 

Admitting that a family needs two hundred yards a year at mo? 
this would be equivalent to fifty hours’ labour, or ten half-days 
five hours each, 1 and that all adults save women bind themselves i 
work five hours a day from the age of twenty or twenty-two to fort 
five or fifty. ... Such a society could in return guarantee wcll-bcir 
to all its members.* 

tlisie Reclus shares these hopes. It seems to him that “in the gre 
human family hunger is simply the result or a collective crime, and 
becomes an absurdity when we remember that the products are mo 
than double enough for all the needs of consumers."* 

Amid such superabundant wealth, in a world thus transformed in 
a land of milk and honey, distribution would not be a very difficu 
problem. Nothing really could be easier. “ No stint or limit to wh 
the community possesses in abundance, but equal sharing and dividii 
of those commodities which are scarce or apt to run short," 4 Su< 
was to be the guiding principle. In practice the women and childre 
the aged and the infirm, were to come first and the robust men las 
for such even is the etiquette of the soup kitchen, which has become 
feature of some recent strikes. As to the laws of value which a 
supposed to determine the present distribution of wealth, and whi< 
ihe economists fondly believe to be necessary and immutable, |] 
anarchists regard them as being no concern of thein. The futility 
such doctrines is a source of some amusement to them.* 


IV: REVOLUTION 

But how is the beautiful dream to be realized? The way thiiht 
from the miserable wilderness wherein we now dwell 10 the Promts) 
I -and of which they have given us a glimpse, lies through Revolutit 
— so the anarchist tells us. 

A theory of revolution forms a necessary part or the anarchist do 
trine. In the mind of the public it is too often thought to be the on 
message which the anarchists have to give. We must content ourselv 

’ O'fH.li */ flrW.p. I JO. * /kZ, p. , JJ. 

» tint* Reetin, L‘L-tl*txm. fit., rp * 4 tf Z’rtJ, p tj- 

* Cf. drive, Lt S*n/U chip'rr uv, Lt t'clnr. TV anarehuu frequently ew 
ylun 0.H tbeir ideal ire generally mutdated ty d* eemomiio. To read itul th»p< 
U^»o realitt'lhe amount of truelligmce vl.kh they dupliy a hen interpeetin* tin 
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not against men but against their position, and the aim must be ne 
individuals but their status. lienee Bakunin lays great stress upo 
setting fire to the national archives, and to papers of all kinds relatin 
to title in property, upon the immediate suppression of all law cour 
and police, upon the disbanding of the army, and the instant confisc 
lion of all instruments of production — factories, mines, etc. Kropotk 
in the Cmqurst of Broad gives us a picture of an insurgent commuti 
lading hold of houses and occupying them, seizing drapers’ establisl 
ments and taking whatever they need, confiscating the land, cultivatin 
it, and distributing its products. If revolutionists only proceeded i 
this fashion, never respecting the rights of property at all (which we 
the great mistake made by the Commune in its dealing with the Ban 
of France during the rising of 1871), the revolution would soon t 
over and society would speedily reorganize itself on a new and indet 
tructible basis and with a minimum of bloodshed. 

But the tone is not always equally pacific. Bakunin during at leas 
one period of his life preached a savage and merciless revolutio 
against privilege of every kind. At that time, indeed, he might justl 
have passed as the inventor of the active propaganda which, strenuousl 
pursued for many years by a few exasperated fanatics, had the effee 
of rousing public opinion everywhere against anarchism. “ We undei 
stand revolution,” some one has remarked, “in the sense of an upheavs 
of what we call the worst passions, and we can imagine its resulting i 
the destruction of what we to-day term public order." “Brigandage, 
it is remarked elsewhere, “is an honourable method of political prop! 
ganda in Russia, where the brigand is a hero, a defender and savioi 
of the people."* In a kind of proclamation entitled The Principles 1 
Revolution, which, as some writers point out, ought not to be attribute 
to Bakunin, but which at any rate appears to give a fair representatio 
of his ideas at this period of his life, we meet with the following word: 
"The present generation should blindly and indiscriminately destro 
all that at present exists, with this single thought in mind — to destra 
as much and as quickly as possible ”* The means advocated are of 

(lasses that are cruel. People arc ordinarily kind and humane, and will suffer lor 
father than cause others any suffering " (Bakunin, (Emus, Vol III, pp. 184-185 
The same idea runs through Sotel's Reflexions stir la VwUiue. 

* Bakunin, Sotial-pahtischer, pp. 145 and 353 

* Sczial-pohlischer, p. 361. The proclamation was addressed to Young Russia ju 
afier the Tsar Alexander II had accepted the challenge of Liberalism by cmanc 
pating the serfs. But he immediately proceeded to revive the cruel system of espioi 
age and repression carried out by his father Nicholas I, and so roused the indignatio 
of the more advanced leaders, who thought that they had in him a hero who woul 

open the golden gates of liberty. Bakunin at the time was under the influence of a 

unscrupulous fanatic of the name of NetchaiefT, whose savage and revolting passio 
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;a»y to attribute such violence to a social doctrine which, according 
:o the circumstances, may on the one hand be considered as tht 
philosophy of outrage and violence, and on the other as an ideal 
repression of human fraternity and individual progress. 

The influence of which we would speak is the influence whick 
anarchy has had upon the working classes in general. Undoubted)) 
it has led to a revival of individualism and has begotten a reactior 
against the centralizing socialism of Marx. Its success has beer 
especially great among the Latin nations and in Austria, where ii 
seemed for a time as if it would supplant socialism altogether. Very 
marked progress has also been made in France, Italy, and Spain. Is 
it because individuality is stronger in those countries than elsewhere! 
We think not. The fact is that wherever liberty has only recently beer 
achieved, order and discipline, even when freely accepted, seem little 
better than intolerable signs of slavery. 

w anarchist party came into being between 1880 and 1895. Bu 
since 1895 it seems to have declined. This does not mean that thi 
influence of anarchism hasbeen on the wane, but simply that it ha. 
changed its character. '•'In France especially many of the oldc: 
anarchists joined the Trade Union movement, and occasionally 
managed to get the control of affairs into their own hands, and unde: 
their influence the trade unions tried to get rid of the socialist yoke 
The Confederation generate du Travail took as its motto two word 
that are always coupled together in anarchist literature, namely 
•Welfare and liberty.’ It also advocated 1 direct action’ — that is, actioi 
which is of a definitely revolutionary character and in defiance of publii 
order. Finally, it betrayed the same impatience with merely politica 
action, and would have the workers concentrate upon the economii 
struggle ✓Since the First World War the anarchist movement ha 
practically disappeared. 

The prophets of revolutionary syndicalism deny any alliance witl 
anarchy. But, despite their protests, it would be a comparatively eas 1 
matter to point to numerous analogies in the writings of Bakunin an< 
Kropotkin. Moreover, they admit that Proudhon, as well as Mara 
has contributed something to the syndicalist doctrine; and wc hav 
already noted the intimate connexion which exists between Proudhoi 
and the anarchists. 

The first resemblance consists in their advocacy of violence as ; 
method of regenerating and purifying social life. “ It is to violence,’ 
writes M. Sorel, “that socialism owes those great moral victories tha 
have brought salvation to the modem world.” 1 The anarchists in ; 
similar fashion liken revolution to the storm that dears the threatenin 

r 3 tor (a tkdnn.p S53. 
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sky of summer, making the air once more pure and calm.'d<ropotHn_ 
longs for a revo lution because it would not merely_renew the economic 
order, b ut would also “stir up society both morally and intellectually,' 
shake it out of its lethargy, and revive its morals. The vile and narrow” 
passion of the moment would be swept aside by the strong breath of a 
nobler passion, a greater enthusiasm, and a more generous devotion. 1 ’ 1 

In the second place, moral considerations, which find no place in 
the social philosophy of Marx, are duly recognized by Sorel and by the 
anarchist authors. Bakunin, Kropotkin, and Proudhon especially 
demand a due respect for human worth as the condition of every 
man’s liberty. They also proclaim the sovereignty of reason as the 
only power that can make men really free. M. Sorel, after showing how 
the new school may be easily distinguished from official socialism by 
the greater stress which it lays upon the perfection of morals, proceeds 
to add that on this point he is entirely at one with the anarchists.* 

-S Finally, their social and political ideals are the same. In both cases 
the demand is for the abolition of personal property and the extinction 
of the State. “The syndicalist hates the State just as much as the 
anarchist. He sees in the State nothing but an unproductive parasite 
borne upon the shoulder of the producer and living upon his sub- 
- stance.”* And Sorel regards socialism as a tool in the hands of the 
workers which will some day enable them to get rid of the St3te and 
abolish the rights of private property.* “Free producers working in a 
factory where there will be no masters”* — such is the ideal of syndical- 
ism, according to Sorel. There is also the same hostility shown towards 
democracy as at present constituted and its alliance with the State. 

But despite many resemblances the two conceptions arc really quite 
distinct. The hope of anarchy is that spontaneous action and universal 
liberty will somehow regenerate society. Syndicalism builds its faith 
upon a particular institution, the trade union, which it regards as the 
most effective instrument of class war. On this basis there u-ould he 
set up an ideal society of producers founded upon labour, from which 
intellectualism would be banished.^Anarchy, on the other hand, con- 
tents itself with a vision of a kind of natural society, which the syn- 
dicalist thinks both illusory and dangerous. 

It has not been altogether useless, perhaps, to note the striking 
analogy that exists between these two currents of thought which have 
had such a profound influence upon the working-class movement 
during this century, and which have resulted in a remarkable revival 
of individualism. 

» Panin <r*n Rhvlu, pp. 17-18, * Mfsxiau ar la Yietnn, p Si8. 

* IWth, Lit Xouxxtmx AlptctI A Satiation*, p. J- 
4 Rtftxv *1 otr la Vulota, Introduction. , p. »37- 



Book VI: Predominance of Production 
and Exchange Problems after the 
First World War 

In the preceding Book we have described the progress of economic 
theory and the emergence of social docinnes during a long period of 
peace that favoured both these things. Since 1914 the theories and 
doctrines that have been developed haw borne the marks of war. Just 
as the founders of economics, from Adam Smith to Ricardo and 
J. B. Say, were strongly influenced by the Seven Years’ War and the 
War of American Independence, and still more by the Revolutionary 
and Napoleonic Wars, so too was economic thought between 1914 and 
1939 affected by the great world conflict whose shadow stretched far 
beyond the end of hostilities. Problems just like those that disturbed 
the founders of economics suddenly resumed all their former urgency 
and reality, but on an infinitely larger scale They arose, too, in a 
world that had been transformed in a hundred years by a revolution 
in methods of transport and industrial technique, by an unprecedented 
increase in the population of the world, and by the economic influences 
that were henceforth to be exerted by such powerful new nations as 
the United States, Japan, and the British Dominions. 

During the nineteenth century each country in turn had to review 
every ten yean its financial, commercial, or monetary policy, but the 
scope of the discussions involved in this review hardly ever extended 
beyond the range of the nation itself, except in certain rare circum- 
stances. After 1918, however, the same questions arose all at once, 
and all governments were faced by them at the same time The result 
svas a striking resemblance between the problems that exercised the 
economists of all lands, even in the realm of theory In the vast litera- 
ture to which these problems gave rise we find no longer the clearly de- 
fined schools of thought that we have distinguished in earlier pages. No 
economist is willing to be enrolled under any of the former standards. 

On the other hand, however, there was also an accentuation of 
national characteristics, so that it would be very tempting to classify 
economists according to their nationality and to show how each of 
them has been constantly influenced by the circumstances peculiar to 
his country and by its scientific traditions. We should have to try to 
desenbe an 'English’ school, still permeated, almost against its will, by 
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s*rf P.r'j’ J-»;4n 'AflyrifM'frW. mitch cfn«*-r in if* tn'lfrtb 
*fr| tnrft r«ir<M p> tfc<» 'rontifi-ntaf ' *r h<v»f« (Itafitn. french, er 
Vww) if »« »•' the ff»«r-«h vUI; awl a 'frmun* *ch«v>l, mamfv 

fNWflH wilh lmtrrf»Ju»r problem* To lliw would h.iv to fce 
*ttW tie brilliant *rhorJ rf 'SforlJusfm.* wf.w represent jfr«* 
ftivvy welbtnetlt**! pr*Mitf- fr lie pregrew they have mad< ■ in 
K'trre r4 if »«i thlbeult theoretical prehler-* rf tnst ximer. 1 But 
l)>« tnetbrel wvm* m it of k^'fxr^ with the very jrfnrtt of a wort in 
which tfe hrttrry of p'-.h'e-jri errenrey ha* feer, deliberately treated m 
llvo hntery of a *<wr in which rational difference* give way to the 
tmtwo watch for truth. 

IVttff w llw hwinrun of rlra* concerned with? UTiat w ill the 
ftwwwmt of icHfnoftow, to w fiorn Ihu book u addressed, bo interested 
In? Alxnr all flie it t* the fermanent charge* that the Rood of new fact* 
ha* hrourhl in the frrat theories and fundamental concept* of 
political economy. The contribution made hy certain original thinlen 
to a lietirr understanding of economic life, and their wider grasp of 
rail tin? ihretio in the titjht of the new combination* of force* revealed 
by the war and the po»t*war period— these are of more importance 
than the variety of attitude* adopted by economist* in regard to 
practical problem* tliat arc always the tame, though differently 
presented in dilfcrent countries. From these problems, of course, we 
ran not entirely withdraw our attention, but we shall attend particu- 
larly to the progress that science has made through them. 

Looking at the matter from this point of view, we are struck by a 
twofold trend of thought that has been apparent since the First World 
War in almost all branches of our science. First there is the desire 
to show in precise detail the mechanism by which some element* of , 
the economic system adapt themselves to changes in other element* — 
the adaptation of commerce to exchange variations, of prices to mone- 
tary fluctuations, of production to crises, and so forth. The description 
of these mechanisms and their representation in the form of simplified 
schemes — what a Swiss economist has called “little models ”■ — are one , 

of the main concerns of economists to-day, and especially of those who 
in increasing numbers start from Walras’s theory of equilibrium and 
come to regard the different factors of economic life as closely inter- 
dependent. * 

The same writers are also concerned to describe the play of these 1 
mechanisms in an economy that it constantly changing. It is the dynamic t 

‘I will name here only WicVseU, Cajstl, LindhaJ, MynfaJ, Ohlia, and Hecischa 
among those whose works are partially available m translations and deserve w oe 
carefully studied. 
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aspect of economic phenomena. In contrast to their italic aspect, that 
attracts them most. There is nothing surprising in this at a lime 
when the mobility of economic life forces itself on the attention of the 
most careless observer. Nor is it surprising to see certain problems 
raised afresh 1 in the very terms in which they were dealt with by, say, 
Sismondi or MaJthus in opposition to the classical economists. 

These theoretical tendencies are particularly marked in the study 
of two problems to which for this reason we give the central place in 
our exposition: the problem of international trade and the problem of 
crises. Both of them have called forth some of the best books of the 
period just ended, and it is around them that the views of the most 
prominent economists of to-day and to-morrow can most conveniently 
be grouped. AW these economists, near and far, and whatever their 
nationality, have taken part in the heated discussions aroused by these 
problems. The reader will see that, from the svay they have been dealt 
with, we can observe marked and continuous progress. To this 
progress the most varied types of mind have contributed, and it is 
such as to encourage those who put their faith in the gradual trans- 
formation of political economy from a normative science, as it tended to 
be at the beginning to far too great an extent, to the explicative science 
that it has always wished to become. 

It may perhaps be thought that along with theories relating to 
crises and foreign exchanges we should have kept a special chapter for 
monetary theories. But for various reasons we have not done so. 
Though practical monetary problems have been warmly debated for 
twenty years, the progress made in the theory of money does not seem 
to us proportionate to the volume of these discussions. Moreover, the 
complexity and the technical character of these problems would have 
meant giving them more space than we could afford in a work of this 
kind. And lastly, there was too gTcat a risk of merely repeating what 
has recently been said in another work on this subject, to which the 
reader is referred.* He will see also that monetary questions have 
been dealt with more than once in the chapters that follow. They are 
inseparable from the problems of international trade and of crises, 
with which in their most modem aspects they are closely connected.® 

* By Keynes, for instance. 

* Ihitoirt dts doctrines nletives at aUtl tl i la norma te, by Charles Rut (Sirev, Paris 
>936). 

* Since the publication of the last edition of our History of Economic Doctrines many 
general histones of economic theories have appeared in France. We should mention 
particularly M. Gonnard's Hisloirt da doctrines icenmwjnrs, and M. GaStan Pjrou’s 
Us Doctrines /conomujues n France depots sSpo, which males a very useful complement 
to many chapters of our book. But special mention should be made of this author 1 ! 

seno of voluma (Domat-Montchrestien) in which he makes a profound study of 
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CHAPTER I: GENERAL REVIEW OF THEORIE 
OF INTERNATIONAL TRADE 

Problems of international trade assumed unprecedented imporZanc 
after the First World War. The belligerents were left at the end c 
hostilities in a situation closely resembling that assumed by Ricard 
as the Starting-point for his theory of international commerce. H< 
described countries, hitherto separate, entering suddenly into tradinj 
relations, and investigated the results on their economy. The end o 
the World War made real what had been looked on as only an abstraci 
hypothesis. What would be the effects of this sudden resumption ol 
contacts between countries isolated by the blockade and the long 
closing of frontiers? How would commodity prices behave when 
communications were once more established? What would be the 
fate of industrial and agricultural undertakings that had been abnor- 
mally developed by the war? And lastly, what economic policy aught 
States to adopt in the peace period? Should they strengthen the 
tendency towards more rigorous protection, already in evidence before 
the war, or encourage a return to greater freedom of trade? 

A further serious difficulty was caused by the demand of the Allies 
for reparations from Germany and the American claim to repayment 
of the enormous advances made to the ‘ associated nations.’ How were 
such gigantic sums of money to be Found, and then transferred from 
one country to another? What would be the effect of such transfen on 
the international trade in commodities? Would not the process be likely 
to produce profound disturbances in the monetary equilibrium and the 
foreign exchanges, and upset national economies by creating imports 
and exports out of all proportion to the normal course of trade? 

These problems seemed to have been solved at last, after a fashion, 
at the end of ten years of conferences, negotiations, and agreements 
(as well as disagreements) between States and central note-issuing 
banks, when suddenly the world crisis broke out in the autumn of 
1929 and brought into question once more all the results so laboriously 
obtained. The profound foil in prices, creating grave difficulties for 
industrialists and farmers in all lands, evoked everywhere a violent | 
reaction against the foreign competition that was held responsible for 

jU tie great currents of thought retiring «o economic theory. Thu series, conjuring 
» a Luge cum her of vofuan, enables the renter to understand the very varied 
direction* taien by doctrine* and method* bt foreign countries, partieufarty the 
United States- 
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lis fall. National economies sought safety in methods hltherti 
nknown or long abandoned, such as import quotas and monetary 
evaluation. These methods in their turn raised new difficulties, sc 
jat discussion sprang up once more and original methods like th< 
learing system were employed to regulate trade between one country 
nd another by means of systematically organized barter. 

The lively economic discussion caused by this situation follower 
wo different lines. It was pursued first on the lines of practical every 
lay policy. Statesmen, publicists, and representatives of the grea 
gricultural, industrial, and commercial interests made known theii 
iews on parliamentary platforms or at meetings of the League o 
Nations, as well as at professional conferences and in the papers 
fhese discussions revealed not only the main trends of thought bu 
ilso the feelings, the passions, and the interests that disturbed men’ 
ninds. They reflected the struggle between the strictly national view 
)f some and the more international conceptions of others, whicl 
rimed at restoring a universal economy after a war which had upsc 
the normal course of trade How was the increasingly close networl 
of economic interdependence, to which the nineteenth century will 
its long spell of peace owed much of its prosperity, and which Keyne 
described so eloquently in 1919 in The Economic Consequences of the Peoct 
to be restored amid national passions aggravated by a bloody conflict 
That was the fundamental problem that set the politicians by the ears 
The very same problems had arisen after the Napoleonic Wars am 
even after the Seven Years War, but those far-ofT experiences hat 
been forgotten. 

However, the following passage from Ricardo might well have beei 
studied, for he was announcing in advance all the difficulties by whicl 
men were later to be faced. 

The commencement of war after a fong peace, or of peace afte 
a long war, generally produces considerable distress in trade. I 
changes in a great degree the nature of the employments to whicl 
the respective capitals of countries were before devoted; and durini 
the interval while they are settling in the situations which nev 
circumstances have made the most beneficial, much fixed capita 
is unemployed, perhaps wholly lost, and labourers are without ful 
employment. The duration of this distress tviH be longer or shorte 
according to the strength of that disinclination, which most men fee 
to abandon that employment of their capital to which they liav 
long lieen accustomed. It it often protracted too by the restriction 
and prohibitions, to which the absurd jealousies w Inch prev ait betw-eei 
the aifterenl states of the commercial commonwealth give rise. 1 

* biranlo, trnnfiri •/ JVi heat Ki — chapler sin, p*r». 9s (chapter aril of th 
new edition, 181 j). 
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Tliii |u«ug<* tt a perfect description of what happened after the Fint 
UVlii War. To rrultc it more complete we couhf add to it an equally 
forgot ten jutugc from John Stuart Mill, though he was an optimist, 
pointing out 1 rf way of compensation the rapidity with which the 
public wraith it spontaneously create*! anew on the morrow of a war, 
if labour is left free to put forth iu efforts. Mill gave the reason for 
this phenomenon, always neglected during the war and always mar- 
velled at afterwards, in terms that might usefully Lie recalled even 
to-day,* 

Public controversy is of more interest to the political historian than 
to the historian of economic doctrines, who is particularly concerned 
ssith the influence of these events on the considered opinions of 
economists. So great a mass of new experiences could not (ail to fill 
out, correct, and widen the theory of international trade. The old 
(brmulx, bom of more limited experience and a state of affairs made 
obsolete by later events, had to be revised in the light of the recent past 
and to take account at the same time of both new and old facts. Thu 
work did not consist simply of throwing into relief and giving new 
force to certain views formulated long before the war by clear-sighted 
writers. It resulted also in really new doctrines. One of the most 
interesting aspects of this revision is the application to intemaU'onal 
trade of the very fertile concept of economic equilibrium formulated 

* Sec AliD, Principles tf PcJitua] fiwmr. Book I, chapter v, para. j. The pas»?e 
is too long to be quoted here in full, hut it deserves to be carefully read. Milt pointed 
out that a country’s capital it constantly destroyed and restored, that war only hastens 
this process, and that the restoration is accomplished by the aid of manual labour. 

"It there is as much of food left to them, or of valuables to buy food, as enables 
them by any amount of privation to remain alive and in working condition, they will 
in a short tune have raised as great a produce, and acquired collectively as great 
wealth and as great capital as before; by the mere continuance of that ordinary 
amount of exertion which they are accustomed to employ in their occupations. 
Mill’s words axe profoundly true, and it need only be added that after a long penod 
of rising prices there is always a rapid fall, as the result of the increase in production. 

This fail seems a far worse catastrophe to certain producers than the scarcity cl 
commodities during the war. 
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explanation of the reasons why countries exchange their products; 
(fc) a definition of the criterion that distinguishes domestic trade from 
international trade; and (e) a statement that international trade 
resoh.es itself into mere barter. 

(a) Why, asks Ricardo first, do two countries exchange products — 
t.g„ corn and cloth — when each of them is equally able to product them in its 
own territory? For it must be said at once that it is this case, and this 
case alone, to which the Ricardian theory relates. Cases in which the 
subject of exchange is not produced in both countries, though at least 
as numerous as the others, if not indeed more numerous, are set aside. 1 

The question was apparently one of pure theory. But actually it 
had a bearing on the most immediate interests, for it presented itself 
in an urgent form to England after the Napoleonic Wars, because of 
the special position of her agricultural industry.* English wheat 
growing had increased greatly during the war, being stimulated both 
by high prices resulting from inflation and by the partial interruption 
of overseas commerce. The peace brought back the competition of 
foreign grain, and at the same time a rise in the purchasing power of 
gold. The landowners, anxious to preserve their monopoly, demanded 
an increase in protective duties against foreign competition and falling 
prices. Ricardo, in whose eyes the future of England was bound up 
with the development of her manufactures, advocated a decreasing 
duty which should give agriculture time to adapt itself without prevent- 
ing a gradual fall in the price of com, and therefore in the cost of 
living and wages. The same opposition of interests between agri- 
culture and industry gave rise in France after the war of 1914-18 to 
a similar problem.* The theory of comparative cost was bom of the 

1 The Classical school, by entirely ignoring the exchange between two countries 
of goods produced by one of them alone, leave out of their theory what is probably 
the most important part of all imports and exports They evidently thought that 
these exchanges need no explanation. They might, stnctly speaking, be regarded as 
only a special case of the general theory That is how Barone, for example, did Ural 
them, and the same idea is to be found in Ohlin, at the end of paragraph 7 of the 
first chapter of his great work But one might equally well reverse the terms of the 
demonstration and take for our basis the hypothesis of entirely different commodities. 

1 Viner, in an article in the great Encyclopedia of the Social Sciences (published m 
New York in 1931), said in reference to the theory of international trade that the 
classical theory had been developed largely as an accidental by-product of current 
controversies about practical questions, and that in its choice of problems as well 

as in the relative importance assigned to them it reflected clearly the special circum- 

stances in which it had been elaborated. (Encyclopedia, Vo!. VIII, p. aoi.) 

* Similar, but not identical, and to some extent ‘inverse.* French agriculture, in 
fact, had diminished instead of increasing during the Fust World War. On the 
return of the prisoners production increased, and falling prices should have enabled 
ber to sell at a profit in an impoverished Europe. But this exportation might have 
resulted in an internal rise in the prices of agricultural products which would have 
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rtuttkfaf with an Iromirnty tmrknl tendency on the part of the 
b^M ffwvnim in Italy, America, ami even EngLwd to reject the 
I henry. 

fn Italy I’jrrfn, in and a little later Barone in hit remarkable 

hwtfi (ivA) fetid courteous hnrnape to Ricardo but formulated a 
thenry rf the equilibrium of international prices that rested in reality 
on nr» * (waiblnm. M^nwrth war rmr L>r from accepting Pareto's 
iloetrine In the noteworthy article he contributed to the Economic 
Jtseraal in tflnf on the pure theory of international values, a masterly 
summing-up of llie doctrines worker! out from the time of Ricardo to 
that datr.* 

T?ie ground war therefore already prepared when after the fin: 
World War cconomiitt in ever increasing numbers, impressed by the 
inability of the Ricardian theory to account for the multitude of 
chimed facts, decided limply to scrap it. To the Swedish author 
Ohlin belongs the honour of having deliberately set aside the old 
doctrine a* inadequate, in a work full of facts and ideas entitled 
Interregional end International Trade, and constructing instead a theory of 
international trade on new foundations closely resembling those 
adopted by Pareto, though he was not then acquainted with Pareto's 
views. A little earlier (1926) the American James W. Angell, after 
tracing the entire history of doctrines relating to this great subject, 
readied the very same conclusion in a book that is remarkable alike for 
its critical spirit and its erudition.* The appearance at the same time 
of Taussig’s International Trade (1927), far from retarding this develop- 
ment, actually encouraged it; for if on the one hand the American 
economist gave the most highly developed and detailed exposition 
i that is to be found of the doctrine of comparative cost, which he still 
accepted, yet on the other hand, relying on his vast experience of 
American commercial policy, he showed the difficulties of the doctrine 
with such admirable honesty that he contributed as much as his 
declared opponents towards facilitating the necessary rejuvenation of 
that doctrine that was prepared by the remarkable work of his own 
pupils, of whom wc must mention Viner, Williams, and Angell himself 
For a proper understanding of this development a brief reminder 
of the iRicardian theory is necessary. It actually comprises three 
distinct elements, not bound together by airy organic link, which can 
most advantageously be considered separately. These are (a) an 
1 In an article entitled Com 6 i Fotututi in the Giomole Jegti Economisti (i&H?, 
then in his Court politicpee in 1896. . 

* Tie article is reprinted in the second volume of Edgeworth’s Paper relotmg 
Politico! Economy (London, 1925). 

* Angell, Thi Theory of International Priest (Harvard, 1926). 
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We need not stress the unfortunate lack of precision of the terms 
used by Ricardo, which has given much scope for the ingenuity of 
commentators. Nor has this lack of precision disappeared in the later 
elaborations of the theory, and Pareto in particular has emphasized 
it. 1 Here we will merely enumerate the reasons that have led an 
increasing number of economists to abandon the Ricardian theory as 
formulated in the above passage. 

To begin with, why should the origin of exchange be explained by 
reference to the cost in labour instead of starting from the different 
prices of the products, as is the case in actual fact? Countries export 
and import because certain foreign products are dearer or cheaper 
than the home-produced ones. This common-sense statement, how- 
ever, is not enough. It has in fact been observed that if all prices in 
each country, while differing in actual amounts, differed from each 
other in the same proportion, there would be no exchange. That is the 
form that the theory of comparative cost assumes when applied to 
prices. It has been rightly emphasized by Ohlin (p. 13), and before 
him, though in a slightly different form, by the gTeat Dutch economist 
Pierson.* Suppose that the prices of commodities a, b, e, d, e, m 
France arc in the ratio of j, 2, 4, 8, 16, etc , while in England the scale 
of prices of the same commodities is 3, 6, 12, 24, etc. Then all the 
English prices are higher than the French ones, but the ratios of the 
prices in each country to each other are the same. In that case France 
will export to England but will not import from her: there will be no 
exchange. Owing to this unilateral trade, exchange on Paris will rise 
m London (assuming, like Ohhn, for the sake of simplicity, that both 
countries have a paper currency), so that the prices of all French 


Pareto, Mat, unit di uonomia politico, chapter ix, para 4a • “ It 11 hard to jay what 
" the meaning of one thing being produced more cosily than another. Professor 
>«stab!e tiara m that the comparison between the costs of the commodities A and B 
should relate not to their prices but to sacrifices, but he does not— and he cannot— 
tell us exactly what these sacrifices are. This theory can really be expounded strictly 
only hy the help of mathematics " See also the important note by Ohhn on p 4*5 

* See Vol. II of Principles 0 f Economics, the English edition of his Manual of Political 
economy published m Dutch between 1896 and 1903 Nikolaas Cerard Pienon played 
»n important part as Minister of Finance, President of Uie Council, and President 
W the Netherlands Bank, fn his remarkable Manual (not well enough known m 
ranee) he gave an extremely interesting and modernized exposition of the doctrine 
comparative cost, which he sums up thuj: “If »U articles without exception involve 
n their tirrJ - ~mts of effort exactly proportional in one count™ tn that 
nother, then trade between differe 


Vhich they ir 


le.” (Part III, chapter iv, para. 3.) The Ricardian theory w as presented in 


We been unable to pi 
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effort made by Ricardo to justify his own thesis in opposition to 1 
'the agriculturists. 

The argument of the English agrarian protectionists was a ! 
one. Why import wheat From Russia and Poland, they said, 
England can produce it just as well as those two countries? It is the (radi 
argument put forv.'ard by protectionists in favour of the industr 
which they are interested, and is met with in all discussions c 
kind. Why, it is repeated on each occasion, import such and si 
product when the importing country could technically make it as 
as the foreigner, and even more cheaply? To this Ricardo repl: 
and his reply covers all similar cases — that it is because England 
greater advantage in producing and exporting textiles or other rr 
factured products than agricultural commodities. In fact the sa 
these textiles to the foreigner enables her to obtain, and therefoi 
consume, a greater quantity of com than she could herself produ 
she devoted to its cultivation, the tame amount of labour that she devotes nc 
the production of the textiles that she exports. It is, he added, a su 
application of the principle of the division of labour. He iltustr 
his idea by the following example, since taken up and developed ■ 
an abundance of complicated arguments by Mill and his successoi 
Two men can both make shoes and hats, and one is superio 
the other in both employments; but in making hats he can < 
exceed his competitor by one-fifth, or 20 per cent., and in mal 
shoes he can excel him by one-third, or 33) per cent. Will it rot 
for the interest of both that the superior man should employ him 
exclusively in making shoes, and the inferior man in making hats 
The whole of the doctrine of comparative cost is nothing but 
academic dilution of this short and obscure footnote by Ricardo. 

To know whether exchange between two countries is advantages 
it is not necessary to know that the product imported would cost I 
labour to produce at home than abroad. IVhat does matter is 
discover whether, given the relative labour easts (within each counti 
of the two products to be exchanged, each of the two countries di 
not gain by devoting Use If to the exclusive manufacture of one ai 
acquiring the other by exchange. _ 

hunpnol indmtry. At that jjanuit the Minuter of Commerce frit It 
yntuiU txfvrUtua, »uu prevent agricultural pnerv from ruing amt etawre few wr| 
in i odiatry. It v«i therefore the mne oppaitwtt of intfirtu a* in Rogtarw. befwei 
agriculture and industry, that led L) intervention with the object ^ preventing an 
cultural prices Miming their natural router, though in France the aim *'*'*'* m4 ‘ 
them fall amt m England to male (hem nee. T hr inula e/th* fuCey were, bo'**’ 
very Uriel unaie, foe il retarded the talotitiui of agiaulture after the *■»» 
BteSm auhaafy or ind airy. 

■carduv Fairuaf Emm, chapter ini, para. S7, Bote 
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because the latter are more profitable (p. 133)— ‘■ f » ,h «y bring in 
more money in view of the market demand and the pricer of the other 
factors of production employed.* From these examples Ohlin draws 
the conclusion that the so-called law of comparative cost is only a 
particular instance of the tendency to find the cheapest combination of 
the factors of production (p- 47). 

In reality this principle of comparative cost, which Ricardo looked 
upon as the basis of international commerce alone, is at the bottom 
of ell trade between regions and between individuals. That is the 
most decisive criticism that can be levelled against his doctrine. The 
source of exchange and of the division of labour is always the same: 
namely, the refutes preference of the exchanging parties for one com- 
modity compared with another, or the rr Alter advantage enjoyed by 
the producers in the production of one commodity compared with 
another. Why does Lyons specialise in the manufacture of silk and 
Roubabt in that of wool 1 * * * * * 7 Is it not because Roubaix has an even greater 
advantage in making woollens and exchanging them for Lyons silk 
(or other products) than in making both silk and woollen goods (or 
other products) at the same time for Northern France? Why does one 
industrialist specialize in weaving and another in spinning if it is not 
because he has an even greater advantage in producing only cloth 
and exchanging it for yam? Is it not Ricardo himself who suggested 
this by his example of the hatter and the shoemaker? This is what a 
growing number of economists have seen more and more clearly as 
the prestige of the Ricardian economics wanes. 

The consideration of relative coats “is not peculiar to international 
trade,” says Pareto in his Court d' iconomit politique (p. 859 n ); “it can 
be applied also to the individuals who form an economic unit.” And 
at the same time Edgeworth said in his article on the Pure Theory of 
International Values that the fundamental principle of international 
trade is to be found in the general theory that Jevons called the theory 
of exchange and that Marshall defined as a study of the equilibrium 

1 Taussig, however, regards these examples as confirming the theory of compara- 
tive coat, in which he is an acknowledged believer. But we can equally well draw 
from them a conclusion in favour of the theory that ultra prices directly as the point 
of departure, la a significant passage Taussig was himself led to introduce demand 
or utility as a criterion of ihe advanUge of exchange: in his chapter iv he develops 

the doctrine of comparative cost and is led (pp. 29, 30) to notice the ease in which 
one of the two countries, after the exchange, has ter than before of one of the two 

commodities exchanged. How then are we to be lure that he has gained by the 

exchange? Taussig declares that the very fact that he consents to the exchange shows 

that p^MogucIfy there is an advantage. But u not this to UVe up entirely different 

ground from that taken up in his previous argument, according to which the criterion 

was the increase in jaanliftM obtained, and not the satisfaction that they yielded? 
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goods rise for the English. Suppose now that this rise in prices « 
tinues until the prices of all French goods in English currency z 
trebled. Actual prices will then have become the same in both coant n 
sales will stop, and there will no Jonger be any reason for excham 
In other words, if lasting trade is to be established between tv 
countries not only must their prices be different hut the scale of 'retot, 
prices' must be different in each country . There is no need, therefore, 
resort to so vague a notion as ‘cost in labour' to explain exchange: s 
that is needed is to speak of differences between relative prices. Bi 
when that is done Ricardo’s truth becomes so obvious a propositic 
as to be almost a truism, for who ever imagined that the prices of a 
products were in the same ratio to each other in two different countries 
But that is not all. Tn basing its explanation on the ‘labour cosl 
of products the classical theory enu'rely neglects the pan played b 
demand in the fixing of prices within each country and therefore in th 
international trade that results from them. Ricardo admits, it is true 
that prices are proportional to ‘cost in labour’ and that exchangi 
takes place on this basis inside each country. But this proportionality 
is actually only a tendency. Moreover, we must take account not only 
of labour but of saving and interest also. In fact the market demand 
operates at every moment to modify these theoretical prices. As 
Angell says, however great may be the comparative advantages 
expressed in terms of labour, current prices may be such that exchange 
which ought to take place on the basis of comparative cost is in fact 
impossible (p. 373). Ease or technical cheapness of production are 
not enough 4 o make an entrepreneur decide to produce: he must take 
into account also the tastes and incomes of prospective buyers. 

Ohlin has rightly shown that in production at home as well as in 
foreign trade it is this consideration that determines the choice of crops 
to be cultivated, and not merely the technical advantages and physical 
output oflabour. “In Southern Europe,” he says, “com is grown in 
many places on land that gives a smaller yield than could be obtained 
from land that grows vines, if it was turned over to corn-growing- 
Why is this? It is because “the demand for wine is so great that these 
vineyards yield more (in money) than if they were used for corn- 
growing.” (P. 46.) So also “in central Europe maize is hardly ev** 
grown on the land that would give the best actual yield of maize, 
this land being devoted to wheat because the price of wheat enables tt 
to pay a higher rent. 

Taussig in his turn has taken typical examples from American 
agriculture of crops, such as beet and hemp, being replaced on to 
that are technically more suitable for’ them by different crops, simp'f 
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only by tiling fnttt for the Itaui. fn answer Cn (hr objection that these 
price* ihnnwixTi am! their tlilTWriKc* nml explanation— an objec- 
tion * Willy railed Ity Mill and rrrmtly again by Tatmig— Olilin, 
like Angrll, replied lhal (he diflriing economic constitution* of different 
countries nifiict to explain (hem. llach country U endowed with 
•factoei rf prtxluction* differing In quality and quantity: one i* rich 
in man-power and another in raw material; one bar worker* of 
remarkable teehnieal (kill arxl another mainly untkilled lalxvurm; 
ooe hai ilarndanl saving* at »r» di«po»al while another ha* been 
unable (o accumulate any capital, in one the demand for certain 
product* i* very kern ami in another the demand for tlie *ante product* 
i* negligible, and *0 forth The mult of the*e natural and htrtoriC.il 
diffrrrnrr* i* that in different counUre* there are dilTerent price* for 
the tame or timilar product*, and from there price difference* exchange 
arises. The treatment aecoedrd by Ohlin to the influence of these 
factor* on international trade u among the mint *ugge*me feature* of 
hi* book, a* well a* one of the mod anginal. 

But to replace the doctrine of comparative con by a theory of 
price equililnium i* not enouith. we mutt also construct for inter- 
national a* for national trade a (troop of equation* to »how lhal the*e 
mutually dependent price* are all determined and lhal the number of 
unknown* i* equal to the number of equation*. A* Ohlin *ay*, the 
theory of equilibrium a* a nnglr ruoOi mun l>e *upplemented by a 
theory of equilibrium on irrrrat mathtt. Tlie Tint attempt at this was 
made by Pareto in the first edition of hi* Count in iflqG, 1 and again 
In hij Memo} in 190C. To the old equation* of equilibrium of produc- 
tion in an isolated country he added two new ones, taking into account 
on the one liand good* made in one country and lold in another, and 
on the other their price. The first equation expresses the equilibrium 
of purchase* and »ale* between one country and the others; the second 
•how* the price of one country'* money in term* or lhal of another — 
that i* to tay, the exchange rate. Ohlin, on his part, constructed inde- 
pendently of Pareto a system of equation* of international equilibrium, 
including two which took the same two circumstance* into account, 
but he started with Cosset's equation* of price*, leaving out the notion 
of ‘ophelimity* contained in Pareto's equation*. 

In a historical work like thi* wc can only refer to these algebraical 
demonstration* that are impossible to lummarize. We will merely 
say tliat apart from their greater generality and their agreement with 

* And mu earlier 5i an article In she Cunult dr[U Ccvumish in 1894, whoae bear- 
ing on ihe matter wu realized by Edgeworth in the important itudy previously 

mentioned. 
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only by taking prices Car the bask. In answer to the objection that these 
prices themselves and their differences need explanation— an objec- 
tion already raised by Mill and recently again by Taussig — Ohlin, 
like Angell, replied that the differing economic constitutions of different 
countries suffice to explain them. Each country is endowed with 
‘factors of production’ differing in quality and quantity: one is rich 
in man-power and another in raw materials; one has workers of 
remarkable technical skill and another mainly unskilled labourers; 
one has abundant savings at its disposal while another has been 
unable to accumulate any capital; in one the demand for certain 
products is very keen and in another the demand for the same products 
is negligible, and so forth. The result of these natural and historical 
differences is that in different countries there are different prices for 
the same or similar products, and from these price differences exchange 
arises. The treatment accorded by Ohirn to the influence of these 
factors on international trade is among the most suggestive features of 
his book, as well as one of the most original. 

But to replace the doctrine of comparative cost by a theory of 
price equilibrium is not enough: we must also construct for inter- 
national as for rational trade a group of equations to show that these 
mutually dependent prices are all determined and that the number of 
unknowns is equal to the number of equations. As Ohlin says, the 
theory of equilibrium on a single market must be supplemented by a 
theory of equilibrium on several markets. The first attempt at this was 
made by Pareto in the first edition of his Course in 1896, 1 and again 
in his Manual in J906. To Ibe old equations of equilibrium of produc- 
tion in an isolated country he added two new ones, taking into account 
on the one hand goods made in one country and sold in another, and 
on the other their price. The first equation expresses the equilibrium 
of purchases and sales between one country and the others; the second 
shows the price or one country's money in terms of that of another — 
that is to say, the exchange rate. Ohlin, on his part, constructed inde- 
pendently of Pareto a system of equations of international equilibrium, 
including two which took the same two circumstances into account, 
but he started with Cassel’s equations of prices, leaving out the notion 
of ‘ophelimity’ contained in Pareto’s equations. 

In a historical work like this we can only refer to these algebraical 
demonstrations that are impossible to summarize. We will merely 
say that apart from their greater generality and their agreement with 

1 And even earlier ih an article in the CumaU drgti Economuti in [S94, whose bear- 
ing on the matter was realized by Edgeworth m the important study previously 
mentioned. 
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between the forces of demand and supply, a theory which fa at tie 
centre of most of the problems of political economy. It follows from 
this theory that all the parties to an exchange gain by it. That, he 
concluded, is the general formula of the principle of comparative cost 
so far as its positive aspect is concerned. To male his view more 
precise he pointed out that national trade fa, strictly spealing, a simple 
special case of international trade, and that even historically the latter 
preceded the former. 

This truth obtained acceptance as the theory of equilibrium made 
its way into economic doctrine. In the United States and in England 
it gained important adherents. In a typical passage in his Principle 
of Economics the well-known American economist Seligman described 
the development ofhfa ideas on this point. It had long been supposed, 
he said, that the principles of international trade differed from those 
of domestic trade in that the former was subject to the Law of compara- 
tive cost, but we knew now that this law or the law of reciprocal 
demand explains all exchanges. Trade takes place between countries 
as between individuals because of its relative, not absolute, advantage! 

In England Edwin Cannan, in his presidential address at the annual 
meeting of the Royal Economic Society in 1933, declared that the 
principal error of economists, from Ricardo’s time until the present 
day, had been to try to construct a special theory of International trade, 
separate and distinct from the theory of trade within a single country.* 
To sum up, Ricardo, seeking to explain briefly the reasons for inter- 
national trade, thought to simplify the problem by assimilating nations 
to communities of workers exchanging their products between them. 
But this simplification, meant primarily to show the advantages of 
this trade, became so sketchy a picture that it left out some of the most 
important phenomena presented by it,* and these can be explained 

* doe* nor mean that there are nor some economist* who remain faithfid 
to-diy to the doctrine of comparative eo»t I have already mentioned Reboud V 
France, and there are also Cabiati in Italy (in hi* important work on the Phynot*? 
ot International Relation*}, de Lrener in Belgium, in hi* book on Intern*'**'* 1 
Commerce, and. a* already staled. Tailing in the United Stated 

Ohlrn devoted Appendia 3 of hi* work to a penetrating criticism of the elis*ic*l 
theory of foreign trade. He point* out in para, a that in hi* simplified plan Rican* 1 * 
M*uraed ( ■ ) that 11 u the marginal cost of production that is the ban) of lhr*e calcula- 
tioos, and that rent it thus eliminated; (a) that the different kind* of labour ar* 
reduced to a common denominator, which i* juit "labour"; (3) that capital aiw 
labour are employed in the same proportions in the making of all commodities. 
Tbeie three aatumpuunt am singularly Car removed from reality. 

Wilhelm le.i* bad already ebwrvrd in his remarkable and Ipnuff*. ie«tly kom* 
study of commerce in Schoenberg's Crmjriit (VoL II, p. yu) that K learilo't 

implacidy and wrongly uvnn thai in each country, in different Utvhnot 
tioo, espial quantities of capital correspond to equal quantities of labaMW 
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Indian Currency Commission in 1899 already show very appreciable 
progress, and constitute a document of exceptional interest. Marshall 
recognizes that there may be a premium on exportation for a fairly 
long time in favour of the countries whose silver or paper money is 
depreciated in relation to gold, so long as prices in those countries 
have not changed, or have changed only slightly. This will happen 
especially when the fall in the exchange rate has begun abroad — a 
hypothesis that Mill did not even consider. 1 And he pointed out also 
that the excess of exports often lasts for a considerable time because it 
is accompanied by an export of capital, the foreign currency arising 
from the exports not being sent back in the form of imports into the 
country whose money is x in process of depreciating. This penetrating 
observation has since been verified in a striking manner- at the time 
of the depreciation of the franc during the yean 1925-27, which 
explains the excess or Freneh exports at that date.* But in spite of 
this observation he returned in other passages to the idea that an excess 
of exports must of necessity induce corresponding imports, so that the 
premium on exportation from countries with a depreciated currency 
does not involve the countries that receive the goods in any lasting 
inconvenience because these latter countries in turn see their goods 
demanded by the others. That is the situation that Marshall thought 
to exist in Engtand in relation to India before the rupee was stabilized. 

The controversies on this point, provoked at first by the fall in silver 
and later by the behaviour of paper money, continued at the end of 
the nineteenth century and the beginning of the twentieth ‘‘without 
providing economists with any opportunity of agreement,” as Fontana 

1 According to the earliest members or the Clinical school, since depreciation always 
arises from a previous issue */ paper money, the rise in prices and the depreciation take 
place at the same time. The idea of depreciation preceding the price rise is foreign 

to them. Marshall already took up a different position. He admitted that the fall 

in the value of a currency may begin abroad [he Emitted it in the special case of 
silver at p 195 of his Official Paperj), and that in consequence there may be * premium 
on the exportation of goods from a country with a depreciated currency. It is natural 
to conclude from this that the tame position may arise in a country with a paper 
currency, though Marshall does not speak of this In other words, the fall In the value 
of the paper money may beg in abroad, that is to say on the exchange market, before 
making itself felt on the commodity market. We know now— and Nogaro has written 
many pages to demonstrate it — that this case is even the most frequent one, and this 
explains why the premium on exportation arising from paper currency appears SO 
often. It is the very case that Taussig gave special prominence to (see below). 

* See pp. 300-303 of Marshall’s Official Papers, where the exposition is particularly 
clear and complete. The question of the premium (or bounty) on exportation is 
dealt with in the volume on several occasions and in a masterly fashion. Pierson, 
too, in a remarkable passage in his Pnrmples (Book II, chapter ni, para. 4 of the 
English translation) stresses the differing effects produced by a change in the value 

of a currency on international trade according as the change takes place abroad or 

in the country itself. 
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the now classical theory of price equilibrium, they have the advantage 
of taking into account two extremely important elements completely 
absent from the Ricardian doctrine. First there is the part played by 
demand in the determination of price. This we have already mentioned, 
and it was entirely neglected by Ricardo. And secondly there is the 
part played by the Tale of exchange in the determination of commodities 
exchanged between different countries. This latter point is very 
important. Two countries such as France and England would, in fact, 
see a sudden change in their imports and exports if the price of the 
pound in francs should happen to fall suddenly (as the result, for 
instance, of a depreciation of the note issue or a legal devaluation). 
Suppose its price fell on the exchange market from 25 to 15 francs, 
either spontaneously or from legislative action taken by one of the tiro 
countries. A great mass of English goods would then immediately 
come within the range of French incomes while French goods would 
become dearer for the English. And the position would be reversed if 
the price of the pound rose. In such cases it would therefore be neces- 
sary to find a fresh equilibrium between purchases and sales. Mean- 
while the country that had become suddenly cheaper would reap an 
advantage. These devaluations played an important part during the 
post-war years, and became an instrument of international commercial 
policy. Their effects in the seventeenth century had been noticed by 
Cantillon, but they had no place in the theory of Ricardo and his 
successors. 1 Mill expressly declares that a depreciation of the currency 
"does not affect the foreign trade of the country," 1 because prices in 
the country whose currency is depreciated are immediately adjusted 
to the depreciation The position taken up by Marshall in his famous 
depositions before the Gold and Silver Commission in 1887 and the 
1 On this point see Ohlin, chapter i, para. 6. 

* Here is Mill's argument: “Let in suppose that England is the country which hu 
the depredated paper. Suppose that tome English production could be bought, while 
the Currency waj lull metallic, for .£3. and aold in France for £5 lor , the difference 
covering the expense and risk, and affording ■ profit to the merchant. On account 
of the depreciation, this commodity will now cost in England £.6. and cannot he 
idd in France for more than £3 ior., and yet it will be exported u before. Why? 
Because the £1 tor. which the exporter can get for it in France fs not depreciated 
paper, but gold or silver: and since in England bullion has risen — in the lame pro- 
portion with other thing* — if the merchant bring* the gold or lilvre to England, be 
can aell his £5 I or. for £6 nt^ and obtain aa before 10 per cent, for profit and 
expense*" (Pn^fUt *f Pahtual Eetutcmy, Book III, chapter «ii, para. 3 ), I« will be 
aero that MJI starts from the notion that the depreciation of paper money on ’he 
exchange market and the rise in the price* cf goods. Including gold, on the Scene 
market are two simultaneous phenomena and exactly balance each other. lit 
forger* too that paper-money countrie* are in the habit of prohibiting the sale of 
gold or Elver money, to that the transaction be imagine! would be unl.kely fcs t*»» 
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hesitated to make the effort needed to build up a new construction, by 
including these so-called anomalies. But it is not correct to say that 
the opponents of the doctrine of comparative cost have not formulated 
any doctrine to replace it. Viner, who expresses this opinion, 1 yet 
makes an exception in favour of Pareto. But Ohlin and Angell must 
be added also, and still more Viner himself and the group of writers 
inspired by Taussig, who with him have carefully observed the actual 
facts and transformed the old conception in their noteworthy studies. 

(6) The examination of the second element in the Ricardian theory 
will not detain us long. It is the question of the criterion chosen by 
Ricardo and his successors to distinguish between national and inter- 
national trade. Assuming the perfect mobility of labour and capital 
within a country, then, they say, each industry is localized wherever 
conditions of production are most favourable. 1 Division of labour is 
carried to its highest point, and wages and profits are equalized 
throughout the whole of the country. In contrast to this, the circula- 
tion of capita! and labour between one country and another b very 
difficult, and so the localization of industries and the division of labour 
cannot be completely carried out, and there b not the same equaliza- 
tion of wages and profits between different countries as there is svilhin 
a single country. Nevertheless exchange of goods does take place, 
though not through equality of cost of production (or, as Ricardo 
prefers to say, equality of labour cost)* it b determined entirely by the 
law of supply and demand. 

Of the three propositions that make up the Ricardian doctrine none 
has been more keenly and more justly criticized than thu one. Apart 
from the old objection to the theory that exchange u based on quantity 
of lalxnir, or even on cost of production,* it evidently cannot be a 
question here merely of simple differences of drgrer rather than of kind 
between domestic and foreign trade. No one denies that divbion of 
labour b more easily practised within one country than lietwren 
different countries,* but perfect mobility of labour and capital in one 
country is a myth. There are 'non-competing groups,' as Cairnes had 
already pointed out. Farm labourers do not become factory workers, 

* In the American if Iht 5enal Sown. article on “ I"o»ri*n Trade “ 

*TVu W*1, ration b limited. Inwrr, even in one country, by ctmudrratinni of 

distancr and meant of transport, uhirh Mill seems tohas-efegnttni vhmbeawumnt, 
fne fnttance, that the * hole cf the alsormalinR industry erxil-l be cotu'etttratrd in a 
tingle part of tondon (/Vuanfirs, Hook tit, chapter emit 

• S*e the admirable comments of Leua 00 thu sulijm us to sn» !e II t*J>t in 
Srhtetilrtyi OwAus, erprcsatly para 41 

Caiman, in the address already mmnooed. apeak* anft Dy Rieanioi "roomtrou, 
assertion,*' RmroJini to ahrh tl*e labour of loci Earbdsmrn carssscS te rtthsval C v 
the labour of fp |W>W, 1JJJ, p. J77! 
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Russo ironically puts it.* Vet post-war events have made all write 
ndmit the influence exerted on international commerce, at lea 
temporarily, by a Tall in the exchange rate. Without accepting t) 
Ricardian dogma, governments have not hesitated to base their coo 
merd.il policy on this principle and to favour what has been calk 
"exchange dumping." The whole problem has been clarified by th 
suggestive work of M. Subercaseau, Chilean Finance Minister an 
Professor at the University of Santiago, on paper money.* He hr 
described for the first time, for the instruction of Europe, the innuma 
able experiments made by South America, where the absence of an 
proportional relation between monetary depreciation on the exchang 
market and on the commodity market has so frequently been shown 
Taussig observes with his customary honesty that the problem ha 
been neglected by the early economists and scarcely less so in tht 
modern period — a remark that apph'es particularly to the Anglo-Saxor 
economists, who have remained mom faithful than others to the 
Ricardian tradition — for in eighteenth-century France it gave rise to 
many controversies. 1 Taussig himself, departing from this tradition, 
did not hesitate to recognize the influence of exchange fluctuations on 
international commerce and the possibility of a premium on exporta- 
tion being maintained for a considerable time, in the event of a sudden 
fall in the value of a currency. 

Space docs not permit us to go into detail on the discussions arising 
from this problem, which has created an immense quantity oflitera- 
ture. Such detail belongs to special treatises on money and exchange. 
What matters here is to emphasize the imperative necessity of in- 
cluding exchange movements among the explanations of the utter- 
national movements of goods. Otherwise they must either be denied 
— which is not possible in the long run — or they must be constrained 
by complicated arguments to enter the strait tvainroat of a doctrine 
constructed in view of different circumstances. The great merit of 
the recent writers of whom we are speaking here is that they have not 

* Fontana Russo, TrniU dt politupu ctmmtrrialt, French translation (Ciard, Pan*. 
1908). 

* Subercaseau, It Pnpiir-mamm* (Ciard, Paris, 1916). 

1 The frequency of monetary appreciations and depreciations h*d for M long un« 
drawn attention to the effect of these manipulations on foreign commerce- Melon, 
Du tot. Law, Daguesseau, Pans-Duvrnrry, and Forbonnais all dealt with the matter, . 
but without reaching any agreement. A good study of these discussions, comparing 
them with present-day controversies, will be found in a thesis by Jean-Mane rase 
entitled Afmpulatxmi mon/taiut et Cerrmern ottemalumd (Sirey, Paris, 1936)- “ **,* 
pity that the, obscure language of the so-called “financial economists” has n“de 
*0 hard to read those writers who discussed in advance so many problems to which 
two World W an gave new importance. 
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‘‘The most Important distinction to be made," he writes, “is not 
between the theory of international commerce and that of national 
commerce, but between a theory of prices for a single market and a 
theory of prices ’that is valid for several markets.” (P. 141.) This 
statement relates not so much to international commerce, in the strict 
sense, as to what the author calls ‘interregional’ commerce, including 
exchange between regions in a single country. 

(e) The last proposition implied in the Ricardian doctrine is that 
which assimilates all international trade to mere barter Here the 
doctrine joins the old law of markets of J. B. Say. The proposition, 
though incontestable, throws very little light on the workings of inter- 
national trade (for domestic trade is equally a matter of barter if we 
mentally eliminate the intervention of money), and is a conclusion 
rather than a starting-point. 

Now the English economists, regarding it as a starting-point, have 
for a long time made great efforts to include the whole theory of inter- 
national trade in a theory of barter. Marshall in particular, by using 
ingenious curves that were reproduced by Pantaleoni and modified by 
Edgeworth, sought to represent the whole of the mechanism of trade 
between two countries by the mere process of barter of two kinds of 
goods between two individuals. Ohlin was right in considering that 
these simplifications did little to elucidate the complex state of affairs 
with which we are concerned in real life. 1 Here too, by setting aside 
the consideration of prices, we are making the question more obscure 
instead of dearer. Now, on this point a characteristic development 
appeared before the last war. In opposition to the kind of curve 
employed by Marshall some quite different curves were constructed 
by Cunynghame and Barone,* who replaced the curves representing 
direct barter between two countries by curves of supply and demand 


the greater corn of transportation in international trade, which u a purely quantita- 
tive difference; second, the presence of tariffs and other legal obstacles; and third, 
the fart that currencies are dissimilar, and that a foreign exchange mechanism is 
therefore necessary. The principal objective distinctions between the establishment 
of internal and of international prices can be explained very largely in terms of these 
three elements alone.” 

It is obvious that transport costs and customs tariffs, which may be regarded as 
adding to transport costs, constitute a difference of degree only, and not of hind- In 
frontier regions transport costs between one country and another may be much 
lowtt than between two parts of the same country. So all that remains of any real 
importance is the monetary difference. 

‘"These studies have seised as a recreation for some of the keenest intellects 
among nineteenth-century economists, but in tny opinion they have added little to 
our real knowledge of international trade." (Ohlin, p. 419.) 

•See especially Cunynghame, A Crwtrvol Pelttual Ecnony (Oxford, 1904), 
chapter x, and Barone, Pmnpidt Earn mu fc/ihra fRome, 1908), Part III. 
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less goods in country n. Dut it is impossible to say a priori which kind 
of country — such as an industrial country — will obtain greater advan- 
tage than another from international trade. 

Taussig re-examined the whole problem, which takes a very dif- 
ferent form according to whether the balance of the account is made 
up of varied elements, as is the case nowadays for most countries, or 
consists solely of goods, as was always assumed by the classical econo- 
mists in their expositions. Taussig distinguishes between what he 
calls “net" terms of trade and "gross” terms. 1 From the evidence of 
the index of prices he shows how these terms of trade have varied at 
different periods for England and the United States, becoming some- 
times more and sometimes less advantageous. Such an investigation 
is by no means devoid of interest, although its importance may be a 
good deal less than the classical economists imagined. 1 All that can 
be said is that Taussig’s method is in any case far superior, as an index 
to the advantages of international trade, to the method — long con- 
demned but still too often employed in modern controversies, and 
even in some official reports — which consists in taking the size of the 
trade ‘deficit’ or 'excess' as a criterion of the more or less favourable 
situation of a country in its foreign trade. 

'What it comes to is this, that the Ricardian economists believed 
they could simplify the theory of international trade by leaving money 
out of their calculations, whereas in reality they made it more compli- 
cated. In the theories of economists like Ohlin and Aftalion money 
again tales its normal place, with the result that the necessary link 
between the foreign purchases and the sales of any country, which 
the classical economists tried to elucidate by assimilating trade to 
barter, becomes much clearer by the intervention of money. They 
observe quite truly, for instance, that every additional sale made by 
France to another country gives her possession of foreign currency — 
i.t., of increased purchasing power abroad. This purchasing power 
must operate, in one way or another, exactly as the additional pur- 
chasing power acquired by an industry through an increase in sales 
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Mill, followed by his successors, elaborates at some length th e 
division of these advantages between an industrial and an agricul- 
tural country, and between a large one and a smaller one. Starting 
from considerations of price alone, we find at once that occvn&tz & I 
/rict conations within tack cmnOy the same quantity of exports from ^ 
country A will enable it to procure sometimes more and sometimes 

1 Cumin, lit AW fir StmfJtr Ecmemits, in the Eswi Jxnd, 1933 , p. 377 - 
* Reboud fcu expJximi thii conorptton in druH and »ifh the frealrar tksmess 
in sec. ii of chapter ii (on ihe theory of intenistionxl trade) of hh excellent 7V££r , 

fActmt paMjut fV’of. If, pp. ijSf ). 
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by taking account of differences of wages in different industries and 
of differences in rates of interest. He thus manages, after making 
these additions, actually to explain international trade by means of 
prices even more than costs. In one particular case he is even obliged 
(as we said above, p. 649 «.) to introduce the tasks of consumers to 
ustify an exchange in which its utility cannot be satisfactorily ex- 
plained by an increase in the quantities obtained by the exchanging 
sarties. He declares also that the notion of cost as used by the Classical 
ichool is very difficult to define.* Why, then, does Taussig remain 
faithful to the theory, despite the penetrating criticisms that he levels 
against it? The reason seems to lie in two circumstances regarded as 
particularly important by this great observer of reality, who was in 
regular contact, by reason of his profession, with industrial develop- 
ment and the effects of the customs tariff. It will be as well to dwell 
for a moment on these circumstances. 

The first is that in the existing economic system mternauonal trade 
deals with an increasing number of products that originate not from 
natural differences, such as climate, latitude, and soil fertility, but from 
differences in industrial development. The great volume not only of 
manufactured products but of instruments of production (machines, 
agricultural implements, boilers, cables, etc.) that are included in the 
imports and exports of the great countries of the world, are constituting 
an ever-increasing part of this trade. This is the case, for instance, 
with the United States, as well as with the industrial countries of 
Europe, which are each other’s best markets for this kind of product. 
How are we to explain this important fact, to which it is very expedient 
that attention should be drawn? The explanation, according to 
Taussig, is the greater ejfieitmy of labour in the countries that export 
these products. By this is meant that the cost in labour of products 
of this kind that enter into trade is less in the exporting than in the 
importing countries — that with the same expenditure of lime and the 
same number of workers the former produce more than the latter, so 
that the prices of the products are lower. So international trade is 
determined by the greater efficiency of labour, which is another way 
of expressing ‘relative cost.* Taussig furnishes many interesting 
examples of this, and concludes from them that the ‘cost’ theory 
provides the best explanation of this important fact that was certainty 
worth emphasizing. 

* See hit chapter «v. “Cat in labour,” he nplilm, does 001 mean what it mini 
to accountant! and employer! — ir, the price pa*l for ibe labour embodied in a unit 
of pnxliKt. ll it the fuentity if Uhur (roearured in boon) that ii devoted to lb* 
mating of a product. And tha quantity, be addi, fa very difficult to dacover, and 
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and as common sense had already discovered— is to be found in the 
unequal distribution among different countries of the ‘factors of 
production,’ whatever they may be: natural forces, capital, and man- 
power. Not only are these factors themselves divided into subdivisions 
(man-power is of different kinds in the same country as well as in 
different countries), but their relative abundance varies. The United 
States, where man-power is scarce and natural resources are abundant, 
has triumphed on the international market first by the cheapness of 
its agricultural products and then, when industry had developed, by 
the perfection of the mechanization employed to replace this scarce 
and dear man-power. All these elements could not be summed up in 
the single conception of * cost in labour ’ or * efficiency ’ of labour. 

What gives Taussig’s book its great value— apart from the expository 
gift that recalls the scduclivc clarity of the best pages of John Stuart 
Mill — is the analysis and description of a multitude of facts drawn 
from the writer’s practical experience, which have a savour all their 
own, and are rich in lessons of all kinds, even if one does not accept 
his general theory. 

II: THE PROBLEM OF REPARATIONS AND THE 
MECHANISM OF INTERNATIONAL TRANSFERS 
OF CAPITAL 

Apart from exchanges of goods, transfers of capital are one of the 
essential elements of international commerce. But the classical econo- 
mists gave them hardly any attention Economists of the twentieth 
century — the period or great international migrations of capital — 
cannot neglect them. The payment of the war indemnity in 1918 
provided the occasion for a reconsideration of the whole problem. 

The payment of a war indemnity, involving the transfer of a con- 
siderable sum by one country to another, is no novelty. France 
experienced it twice in the nineteenth century, first in 1815 1 and again 
after the Franco-German War, the sums involved being 900 million 
francs in the first case and five milliards in the second We arc very 
inadequately informed as to the method of payment on the first 
occasion, but for the second we learn from the famous report of Won 
Say to the National Assembly in 1875 that it was mainly effected by 
bills of exchange, and especially bills on London.’ But how could 

1 See CharWty, Hutoin it la Ktstauration, pp. ■ 14 ff. 

* The method of payment of the Franco-German indemnity and reparations has 
been explained with perfect clarity by Reboud in bis Prkis (published try Dalloz). 
But the interesting chapter on war indemnities in Taussig’s InltmaUatal Trait should 




iNTitm: 


NATIONAL TRANinm Of CAPITAL 

and a» common seme had already discovered — is lo lx! found in the 
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its agricultural producti and then, when indmtry had developed, by 
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and dear man-power. All theae element* could not l>c lummed up in 
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gift that reealli the seductive clarity of the bejt page* of John Stuart 
Mill— it the analysis and description of a multitude of fact* drawn 
from the writer'* practical experience, which have a savour all their 
own, and are rich in lc»*on« of all ktmli, earn if one doc* not accept 
hi* general theory. 
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Apart from exchange* of good*, transfers of capital are one of the 
tuential element* of international commerce But the classical econo- 
mini gave them hardly any attention. Economist* of the twentieth 
century — the period of great international migration* of capital — 
cannot neglect them. The payment of the war indemnity in 1918 
provided the occasion for a reconsideration of the whole problem 

The payment of a war indemnity, involving the tramfer of a con- 
liderable 111m by one country to another, is no novelty. France 
experienced it twice in the nineteenth century, first in >015* and again 
after the Franco-Ccrman War, the sums involved being 900 million 
francs in the first case and five milliard* in the second. We are very 
inadequately informed as to the method of payment on the first 
occasion, but for the second we learn from the famous report of Lion 
Say to the National Assembly in 1875 that it was mainly effected by 
bill* of exchange, and especially bills on London.* But how could 

* See Charlfty, //atone it la RtsUusatin, pp. t t\ff. 

* The method of payment of the FrancoOerman indemnity and reparations has 
been explained with perfect charily by Reboud la his Prim (published by Dslloz). 
But the interesting chapter on war indemnities in Taunig’r /nlemaftoaol Tsais ahould 
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To this it may be replied, however, that it is really still the frit 
that is the determining factor here, and not the cost, which is almost 
impossible to measure. If America, for example, makes certain great 
standard products such as agricultural implements, calculating 
machines, etc., more cheaplv, it is because of the widespread use of 
machinery for making them, the organizing ability of their managers, 
or the skill of their workmen- all circumstances leading to the cheap- 
ness of the American products How are we to evaluate in labour cwt 
the part played by machinery or bv cerhmcal skill* We can try 
of course, but only bv the aid of analogies and hypotheses far remosrd 
from reality. 

There is a second consideration that rauses Taussig to uphold the 
cost theory, and that is that the scale of wages may be very high in 
one country without raising the price of products exported above the 
price of similar products made in other countries by less well paid 
workmen. And every one knows what a large part is played in 
American protectionism b> the desire to protect high wages. To meet 
this argument, which he considers inaccurate, and which, indeed, b 
for the most part inaccurate,' I aussig tries to show that it b con in 
labour and not the scale of wages that counts in international competi- 
tion. The latter may be high when the former is low, because ihe 
hours devoted to the production of a given commodity are fewer than 
elsewhere. To this again the reply is easy: it b not only In foreign 
trade but in domestic trade also that high wages are perfectly com- 
patible with a low price of goods, provided rf.n the equipment ami 
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excess of exports of goods (though this is still often looked upon by 
ill-informed publicists as a stroke of good fortune in French commercial 
history!). 

In short, the transfer of the Franco-German indemnity (apart from 
a few hundred millions paid directly in gold and silver coin or in 
German notes and the cession of the railways of Alsace-Lorraine) was 
accomplished for the most part by bills of exchange directly provided 
by foreigners or Frenchmen who had sold their foreign capital, and 
for the other part by an increase in French exports to Germany, whose 
yield in marks served to effect the payment required.* 

As for the theory of the transfer of a war indemnity, this, in spite of 
Lion Say’s opinion, had been already formulated before the events 
of 1871. It is to be found in a noteworthy passage in Mill. It is true 
that he describes the mechanism in a different form from that in 
which the Franco-German operation was so efficiently performed, and 
that is perhaps why Say did not mention it. Yet Mill’s description 
covers part, at least, of this operation. “Commerce being supposed to 
; in a state of equilibrium when the obligatory remittances begin,” 
s says, 

the first remittance is necessarily made in money. This lowers 
prices in the remitting country, and raises them in the receiving 
The natural effect ii that more commodities are exported than before 
and fewer imported, and that, on the score of commerce alone, a 
balance of money will be constantly due from the receiving to the 
paying country. When the debt thus annually due to the tributary 
country becomes equal to the annual tribute or other regular pay- 
ment due from it, no further transmission of money takes place; 
the equilibrium of exports and imports will no longer exist, but 
that of payments will; the exchange will be at par, the two debts 
will be set off against one another, and the tribute or remittance 
will be virtually paid in goods.* 

There are two points to be noted in this remarkable passage - 

*W* mi y neie her* a couple of historical point* ihii are important for in under- 
lending of the mrchiniim of the indemnity. (1) When France had lupphed Cer- 
niny mainly with bill* on London the coat of tranafer of these bilU to Gerinmny fell 
nimty on London, and Ihii rxpenie ciu*ed tome anxiety in the City on more thin 
«e occuion. On thi* point *ee in interettinj article by New bold on the bejinninjr* 
f the eriii* of 1873 in the JIutorical Supplement to the £u*m Jean*! foe January 
93 1 (a) Germany benelf did not e*eape the inconvenience* cau*ed by the Hidden 
nltux of money that the payment of ihe indemnity involved, fic, a sudden jneiraar 
n import*, in increase in her monetary circulation, a me in peace*, excrwve inveit- 
Jtenl* of capital in ben men undertaking*, and to firth. Such cimumtuirei con- 
tributed to the violence of the trim that occurred in Vienna in 1873 and *pre»d 
thence to the mt cf the Continent. Thu wa* the itartmjt-point, not the 

came, of the prolonged fait in price* from which Europe mitered until >893. 
'Awfit */ Fehroaf fravp, Book If!, chapter xtd, para. 4. 
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such a quantity of bills be collected in such a short time? Leon Say 
admits that he does not know: “If we knew,” he says, “we should 
have an explanation of what would have been improbable, so to speak, 
if it had not actually occurred, but the theory of it may be said to have 
partly escaped us.” 1 Now, however, we know the origin of those biUs. 
They came either from subscriptions by foreigners in foreign currency 
to the two liberation loans, or from French subscriptions made some- 
times directly in foreign currency by Frenchmen who owned it, and 
sometimes from the proceeds of the sale abroad of foreign securities 
belonging to Frenchmen.* This accounts for the relatively slight rise 
in the price of foreign stocks in Paris, which Say’s report notes with 
satisfaction though with a little surprise. In other words, the pounds 
sterling, or money easily convertible into pounds, that the French 
Government needed, was obtained, directly or indirectly, from the 
subscribers to Its loans. All that was necessary then was to remit these 
moneys to its German creditor, the eventual transfer being shifted on 
to the country- whose money was thus handed over to Germany — £** 
England. But another part of the money came from a different source: 
it was provided by the excess of exports that the French balance of 
trade showed quite exceptionally in the years 1872-76. Leon Say 
regards this as merely a fortunate coincidence,* but there is no doubt 
that this temporary excess of exports was a cwequmtt of the payment 
of the indemnity, for a transfer of capital results normally in a transfer 
of goods, in a way to be dealt with presently. This fact has been 
emphasized by C. Colson in his great treatise. The same exceptional 
excess of exports was seen later on at the time of the great fall in the 
value of the franc between igss and 1926, when the prolonged deprecia- 
tion of the French currency led to an export of capital abroad, and the 
result of this phenomenon on the balance of trade was a temporary 

also be consulted, as well u Moulton’s Rtporatun i Payments. I might also refer the-, 
reader to the chapter on reparations in my own fiswrj dr gurrre dr VAUrmagne (Pan 1 
1931}, which contains an outline of the history of ideas about war indemnities. 

1 See Ra[>p«tt nr PuidemiuU dr punt, printed at the end of the French edition of 
Goschen'a Theory of th t Foreign Exchanges (Paris, 189a), p. 313. 

* The French w nrr* of foreign securities sold them for foreign money which they 
offered on the exchange market to the French Government, and the Government 
bought it with francs obtained from subscriptions to its loans. 

* “ Immediately after the war," he writes, “French exports developed considerably 
They surpassed in importance all that had been produced before and diowtd what 
had not previously been seen, nr., an excess over imports of 318 million francs ui 
1871 and 1873. If the excess had been the other way there is net doubt thiftDe 
settlement of the war indemnity would have met with enanooar d'Jhcni ties, and 

is a nurt fortunate armmjtanct that this excess of exports occurred during these two 
critical years. But it it far from explaining the abundance of bills of rseharge ID* 
have been offered to the Treasury.” (Report, p. 317.) 


was for a very long tune not even determined, so mat me wnoie prob- 
lem assumed a tiresome air of indefiniteness, and what would be the 
consequences of payment? These two questions gave rise to prolonged 
controversy and an abundant output of literature of very varied 
quality, most of which deserves the oblivion into which it has already 
fallen. One book emerged, however, which had a resounding success 
and much of which is still instructive. This was The Economic Conse- 
quences of the Peace, by J. M. Keynes (afterwards .Lord Keynes), an 
official of the British Treasury, a delegate to the Peace Conference, 
and already the author of a notable book on Indian Currency and Finance 
and a Treatise on Probability. But it was his book on the Peace that 
made him famous. In it he recalled certain fundamental truths that 
appeared paradoxical to the ill-informed public, that were new to 
many statesmen, and that many economists affected to forget, though 
they were merely applications of the classical doctrine formulated by 
Mill. Since Germany had lost by the war nearly all her foreign pro- 
perties and even her gold reserve, and was unable to call on foreign 
credits so long as her currency remained unstable, the methods 
adopted by France in 1871 were not open to her. There could be no 
question for her of any other payment than in goods. She found herself 
in the simplified situation imagined by Mill. It was certain, said 
Keynes, that Germany could not make her annual payments except 
by diminishing her imports and increasing her exports — i by setting 
up a favourable balance of trade, which is the best way of making 
payments abroad. Germany could in the long run pay in goods, and 
In goods alone, whether they were delivered direct to the Allies or 
sold to neutrals, the credits thus obtained being handed over to the 
Allies. After recalling this thesis, which is completely in conformity 
with the classical doctrine, Keynes showed that most of the products 
that Germany could export competed with those of the creditor 
countries. Reparations, therefore, could not exceed a moderate figure 
without upsetting the entire world economy. The success of Keynes's 
book was considerable, and it contributed largely towards converting 
the governments to a thesis whose correctness could not but be recog- 
nized by economists and financiers in every land. It triumphed 
eventually in a famous document, extremely instructive to economists, 
that has become part of the classical literature of the subject, like 
LA>n Say'* Report. This is the Dawes Plan, named after the American 
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(t)‘liie statement that a transfer of capital between two countries is 
accomplished essentially by a transfer of goods or services; (2) the 
statement that this transfer is dependent on a previous alteration in pm 
levels in both countries due to an initial export of gold which, by increasing 
circulation in one country and diminishing it in the other, is actually 
the motive power that starts the whole mechanism. The first of these 
points is not open to dispute, but it needs to be completed. We have 
just seen that in the case of the Franco-German indemnity the direct 
handing-over to the creditor country of foreign assets possessed by the 
debtor country may partly relieve the latter of having to pay for goods 
by providing gold or services equal to its debt. It then shifts this 
burden, at least temporarily, and only in respect of the part that its 
creditor means to return, on to the countries that supplied the property that 
is handed over. In this way the transfer of the tribute money is broken 
down, as it were, into movements of goods or gold divided between 
several countries and several periods of time. 

Mill’s intention was to set forth only the essential part of the 
phenomenon — the fact that a transfer of capital takes place as a rule 
in the form of goods. He did not consider those other methods that 
modem credit facilities and the possession of capital abroad have put 
at the disposal of debtors for paying their debts — methods which are 
actually of great importance. 

On the other hand the mechanism described by Mill, through 
which the flow of goods is set going, has met with increasingly numerous 
objections The role unanimously assigned by economists (from the 
days of Hume, Ricardo, and Mill down to the First World War) to 
movements of gold in causing differences of price level between two or 
several countries was no longer in accordance noth observed facts, not 
only in cases of ‘tribute’ but in the far more frequent cases of foreign 
loans, interest coupons, or temporary excesses of imports to be paid 
for by one country to another. In all these cases gold has actually 
played an insignificant part, and so economists have been led to 
examine more closely the mechanism of capita] transfers. A new 
doctrine has been gradually evolved that is nearer to economic reality 
to-day. The authors who have contributed most to its formation 
belong to different doctrinal schools and to very different countries. 
Thus we find among them the names of Ohhn in Sweden, Aftalion in 
France, Taussig and his pupils (Angell, Viner, and Williams) in I he 
United Slates. RueJT, abhougb more akin to the Classical school, has 
made his contribution to the revision of the classical conception. Wc 
will try co summarize the conclusions reached by these economist *• 

The occasion of this general revision of the classical doctrine was 



the two supplement each other ana Doth start irom uie ame rnnaa- 
mental idea, already indicated above, which may be summarized as 
follows. Every selling or borrowing operation that puts the beneficiary 
in possession of what Aftalion woutd call “income” and Ohlin "pur- 
chasing power” leads directly to movements of good3, except in cases 
where the beneficiary is paying debts or investing the money as 
capital. These results occur in domestic transactions as well as foreign 
ones, the only difference being that in the latter case the money to be 
spent by the beneficiary is foreign, not national, currency, and cannot 
therefore be employed except abroad But the mere existence of this 
purchasing power determines the international movements of goods 
and also price movements, without the intervention of gold. 

To make this clearer Ohlin starts by considering what happens 
between two countries with the same currency when one lends to the 
other. 1 For instance, when Engtand lends to Scotland there is a 
simple transfer of English purchasing power to Scotland. If the 
products bought by the Scottish borrowers are exactly the same as 
those required by the English, there will be no change in the produc- 
tion of the two countries: products to the value of the loan will simply 
be dispatched to Scotland instead of England. The Scottish trade 
balance will become a debit balance and the deficit will be paid by 
Scotland to the English suppliers with the funds that have been 
borrowed and have remained on deposit in England. This assumption, 
however, is an improbable one: there is not likely to be this identity 
between the products demanded by the Scots and those demanded 
by the English with the same purchasing power. Scotland will un- 
doubtedly increase her demand for her own products. If, for example, 
the loan is intended to create new undertakings in Scotland itself, 
part of the money will be spent on new buildings in that country. 
Hence there will be a tendency for some prices in Scotland to rise, 
whereas England, deprived by the loan of part of its purchasing power, 
will find the price of some of its own products falling. This fall in 
English prices will in turn stimulate Scottish purchases in England, 
creating a Scottish trade deficit which will be paid as before, without 
any monetary disturbance, by the English funds lent to the Scots. 
The price changes result from the mere changes in purchasing power, 

»ne! of has prindpst wort. 


'tributary * country, there was witnessed an enormous increase of 
imports into Germany. For the restoration of Germany’s monetary 
stability by the Dawes Plan itself recreated Germany’s credit and 
attracted foreign capital to that country. This influx of capital 
enabled her both to pay her debt by the help of the foreign money 
thus obtained and also to import goods in great quantity. Owing to 
the Dawes Plan Germany found herself in a position to use similar 
methods to those of France in 1873, which had enabled that country, 
through the system of international credit, to pay ofT her debt in due 
course. The simplified mechanism described by Mill and Keynes, 
though logically true, gave place in real life to a more complicated 
mechanism. Once again monetary stability was shown to be the 
necessary and sufficient condition of credit, and this credit the sole 
means of accomplishing a payment on such a vast scale. 

Many writers, as we have said, had long been sceptical as to the 
part played by movements of gold in the process of transfer of capital. 
It was said first that in the case of great international loans the amounts 
of gold exported were very small, and it seemed unlikely that they could 
by themselves cause such an alteration in the price level that the 
export of goods was appreciably stimulated or checked. On the other 
hand it was remarkable how easily and quickly movements of goods 
began, corresponding to movements of capital, without any apparent 
disturbance of the money market, whereas an influx of gold can 
only slowly influence prices. Even authors who were most devotedly 
attached to the classical theory, such as Taussig, expressed doubts. 
"What is puzzling,” wrote Taussig, “is the rapidity, almost simul- 
taneity, of the commodity movements. The presumable intermediate 
stage of gold flow and price changes is hard to discern, and certainly 
is extremely short.” 1 And again: “All in all, we have here a field 
quite insufficiently explored The plain outstanding fact is that the 
exports and imports of goods adjust themselves, if not at once, certainly 
with quickness and ordinarily with ease, to the sum total of a country s 
transactions with other countries. The balance of payments is satisfied 
only to a slight extent by any shipment of specie, chiefly thru [sic] 
changes in the commodity sales and purchases.”* 

But the question then arises. If it is not through the movements of 
1 Tausrig, IntmatimaS Trad/, p. 261. * p. 263. 


export of goods or services lrora the lending country to the borrowing 
country. These exports will be paid for with the surplus of the loan 
deposited in the banks of the lending country, and thus the transfer 
of the loan will be accomplished entirely in the form of goods or 
services. (3) Finally, the abundance of bills on the foreign country 
in the borrowing country will compel the banks receiving these bills, 
which are equivalent to a surplus of cash, to expand their credit. This 
causes a new tendency towards a change in the price level between 
the borrowing and the lending countries. This is the moment when 
the banks of the borrowing country may be tempted to draw money 
from the lending country to increase their reserves. These imports of 
gold are then the consequence and not the cause of an increase of credit. 
They will take place automatically by the lowering of the price of the 
, bills below the gold point in the country where they have become 
superabundant. 

„ Such, then, are the stages by which a foreign loan will be eventually 
transferred almost entirely in the form of goods or services from one 
country to another. These transfers may be accompanied by a move- 
ment in the opposite direction of short-term loans; the banks in the 
borrowing country lending to those in the lending country so as to 
profit by the rise in the discount rate, which will help to prevent or 
reduce the sending of gold. 

The manner in which a loan is transferred from one country to 
another is explained by Afcalion in a very similar way. Starting from 
the fundamental principle that there i* necessarily equality between 
the income of a country and the value of its products — expressed by 
the equation I = PQ_, where'I is income, P is price, and Q,is quantity 
of goods and services— he concludes that every additional purchase of 
foreign products by one country, or every loan granted by that country 
to another, causes a change of income, which in turn causes price 
changes between the two countries which lead to movements of goods 
from one to the other. 1 

"‘By purchasing great quantities of foreign goods imported into the country, those 
individuals whose incomes are to that extent diminished reduce their purchases of 
home-produced goods. The capacity of the home market to absorb goods is decreased 

Importers and holders of home-produced goods find some difficulty in disposing of 

them. Imports diminish, while on the other hand attempts are made to export 

more, and these are particularly successful in the case of 'marginal exporters' — 
these who are doubtful whether to sell at home or abroad and are therefore on 




of Scottish sales in England and an increase in the Scottish trad 
deficit. On the other hand certain short-term operations will resn 
from this situation, for the Scottish banks now possess abundan 
resources, while the English ones find theirs depleted by the amount c 
the loan. So the former will be disposed to grant credit more readil; 
and to lower their discount rate and the latter will do the reverse 
Hence a stream of short-term loam begins to flow from the Scottish tc 
the English banks — in the opposite direction to the long-term stream — whicl 
will prevent the sending of gold by the lender to the borrower. On 
the other hand, the credit facilities will produce in Scotland an addi- 
tional activity whose influence will be added to all the preceding ones 
to increase Scottish imports and cause a new trade deficit that Scot- 
land will pay with the borrowed funds deposited in England. 

So there we have a series of effects due not to any transfer of money 
but simply to a change in the ownership of purchasing power handed 
over by way of loan: trade deficit in Scotland, price changes, with a 
general tendency to a rise in Scotland and a tall in England; short- 
term loans by Scotland to England; more or less strong inflation of 
credit in Scotland and relative deflation in England. Js ft not natural 
to think that this same mechanism might operate between two countries 
with different currencies, without the need of any previous transfer of 
gold from one to the other to explain the price changes and set in 
motion the series of repercussions of the loan? That, indeed, is just 
what Ohlin thought, and this is how he sums up the different stages 
by which the foreign Joan is paid in the form of goods and services 
by the lender to the borrower, without the intervention of any move- 
ments of gold: (i) If the borrowing country uses abroad the total 
amount of the loan there will be no need of any previous transfer of 
gold. The borrowing country has at its disposal in the lending country 
a sum in foreign currency which he merely has to spend direedy w 
that country, so gold is not moved, (a) But the borrowing country 
will without doubt want to use part of the loan at home, which h 
equivalent to withdrawing from the lending country part of its pur- 
chasing power to be spent in the borrowing country. This withdrawal 
will be accomplished in the simplest manner by remitting to the banks 
of the borrowing country bills on the lending country, in exchange 
for which the banks will remit to the holders of the bills either by 
cheque or by national bank notes. This increased purchasing power 
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of payments within one country. Here also the first step was to explain 
certain price changes by gold investments and then to revert to a 
simple explanation by income changes. Although it means going back 
to the eighteenth century it will not be out of place here to recall this 
litlle*marked episode in the history of economic ideas. 

Cantillon, in a noteworthy chapter marked by all his customary 
depth of vision, seeks to explain how equilibrium is brought about 
between two regions of the same country, and especially between the 
capital and the provinces. For this purpose he has recourse to the 
mechanism of the circulation of gold. Observing that the capital 
always has to receive very considerable sums of money, as payment 
of taxes or rents of landowners living in London or Paris, so that the 
capital is thus a creditor of the provinces, he writes, “This debt paid 
in specie will diminish the quantity of money in the provinces and 
increase it in the capital, so that commodities and merchandise will 
be dearer in the capital than in the provinces by reason of the greater 
abundance of money in the capital.”* This inequality of prices 
between the capital and the provinces, he says, will create a flow of 
goods from the latter to the former which will enable the deficit in 
the provinces to be paid for. In this way Cantillon applies the quantity 
theory pure and simple to a debit balance between two different parts 
of the same country According to him it is by movements of specie 
and their influence on prices that the mechanism is started, exactly 
as in the classical theory in the case of international trade. 

No one to-day would dream of explaining this phenomenon by 
such an over-simplified application of the quantity theory of money. 
All we should say is that since the income to be received by the capital 
is much larger than that due to the provinces, and since the capital 
cannot make all that its Urge population needs, the expenditure of this 
income causes the sending of commodities from the provinces to the 
capital, which makes it a debtor to the provinces, and in this way the 
equivalence of credits and debits is established. The circulation of 
specie and its effect on prices have nothing to do with the matter. In 
other words the explanation of internal exchange equilibrium by the 
conception of income has been quietly substituted (for so far as we 
know there has never been any controversy on the point) for a quanti- 
tative explanation by the influx of gold and the resulting changes in 
the price-level. 

A little reflection will show that Cantillon himself mixes up two 
notions: the expenditure of income and the transfer of specie. In his 

* C*nt!U«n, Etui tw la aalvrt A. tarnmnu, p ty> (td. Higp; txnvion, MkbuUm, 



ana consequent changes in the total monetary circulation of the two 
countries" (p. 159). 

Angell’i conclusions agree closely with Ohlin’s. 1 

RuefT begins by expounding the theory of the re-establishment of 
equilibrium according to the classical formula which, as a first ap- 
proximation, considers effective transfers of gold giving rise in their 
turn to price changes. But even he is led, in passing from theory to 
practice, to recognize that things do not happen as simply as that In 
cases of exchange disequilibrium it is not usually the stock of money 
in circulation that diminishes, but the gold held in reserve by credit 
institutions. These changes in the gold reserve in turn cause a rise in 
the discount rate in the exporting country and a fall in the importing 
country, a restriction of credit in the former and expansion in the 
latter, and in consequence a fall of prices on the one hand and a rise _ 
on the other, leading in their turn to movements of goods or securities. 1 
But in Rueff’s view it is the movement of gold that starts the restora- 
tion of equilibrium, whereas according to Angell and Ohlin these 
movements are the result, and not the cause, of previous movements 
of purchasing power. In the opinion of these writers the changes 
purchasing power and their influence on prices take place ind 
pendently of any movements of gold. On this point there is mark* 
disagreement between the old conception and the new one whic 
seems to us much nearer the truth. 

A similar evolution of ideas has taken place in regard to the equilibriui 


the margin between the two markets. Foreign purchase* and sales will thus ten. 
towards a new position of equilibrium, reaching together three or four milliards o 
even more. The inequality appearing between income and disposable producdoi 
will speedily put an end to the risk of a deficit in the balance of accounts.” {Aflalion 
I.'£qvihbrt dam Us Relations /amamijues mUrnatunaUs, p. 1 5 1.) 

1 “The essential feature of the older analysis of mechanisms,” say* AngeU (p. 418), 
"lies in the role assigned to specie flows. These flows were regarded as both certain 
to occur, and as being fairly rapid in their effects. Here, on the contrary, they have 
been relegated to a minor place. . . . The ultimate key to the maintenance of equili- 
brium in the balance of payments in the face of enduring disturbances, and the key 
to the problem ot international equilibrium at large, must be sought in another 
direction. It lies in the effects that a persisting change in the relation between the 
demand and supply of bills of foreign exchange produces upon the volume of pur- 
chasing power in circulation, and through it upon the general level of prices. 

“The analysis to this point has rested on the assumption that the countries con- 
cerned maintained common metallic standards of money.” 

* Rueff, pp. 1 12-3 1 9- 





problem will show. He admits that the incomes of the Parisians are 
received by them in specie and then redistributed to the provinces 
through the traders of the capital, who arc thus enabled to draw from 
the provinces the products demanded by the Parisians. But even in 
the eighteenth century this procedure had already been much simpli- 
fied by the bankers. And in the monetary system of the twentieth cen- 
tury, when new methods of payment have taken the place of movements 
of metallic money for internal trade, and transfers of income are accom- 
plished almost without any movements of specie (this being confined to 
a single national reserve), the explanation by the greater or smaller 
abundance of specie and its effect on prices is even further removed 
from reality. A separation has imperceptibly been made between the 
idea of income and that of payment in metallic money. 

A similar though Jess complete development has taken place 
in international payments. A creditor country can either spend din 
abroad the income that the loan provides it with, or create at i 
at home and in its own currency the means of payment which ar 
be transferred to it by another country, through the mechanist! 
credit that dispenses with the movement of gold. The reductioi 
income in a country is also accomplished In the same way by a m< 
ment of bank deposits or notes. No longer are the transfer of inn 
and the transfer of gold identical operations, and theory has Ct 
more and more to separate the two notions of income and met* 
money in the international as well as in the national sphere, 
ascribes to movements of income (or purchasing power) the elfi 
which used to be attributed exclusively to movements of meta 
money. 1 

Differing views about the mechanism for restoring the exrhan 
broke out into a suggestive controversy, started by an article by Key 
In 1929 on the subject of the Young Han* that was to replace 1 
Dawes Plan. Keynes again took she view that In the Jong run (a 
despite the loans granted her in the foreign markets up to that tin 
Cnmir.y could pay only in goods, and he was frightened by t 

1 W* he-* n;JmH Ibis drvehganens tUrwhrr* by showing lhat th# rr-slu.n 
fc**>k drput 11* fcan by <r«di< u siuij.lr on* w»y tf making mrfalli*; m"’ 

carodal* suluU U. 

• rw i/uln by SCaynn, OtSa, and Kneff in lla A **»"*< 
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just as well lo the establishment of equilibrium between different 
industries in one country, or between different regions of the same 
country when one develops more rapidly than the others. It is a 
general method of interpretation, rather delicate to handle, but much 
closer to reality. 

Finally, it should not be necessary to stress the fact that the sudden 
introduction of a new element into the system of international trade, 
such as the payment of a war indemnity or credit operations on an 
unaccustomed scale, is bound to have repercussions on the entire 
economy of the country in question. During the ten years following 
the First World War these great transfers of funds caused much 
disturbance to money markets and even to commodity markets. 
Along with the monetary instability and the inevitable fall in prices 
that always follows the rise caused by a prolonged war, they con- 
tributed also to the economic uneasiness that persisted so long after 
the war. 

In this respect, also, the classical theory of international commerce, 
by which the equilibrium of debits and credits seemed to be estab- 
lished or restored with incomparable simplicity, has been shown to be 
at fault. Taussig called attention to this forcibly in the following 
passage: 

The Ricardians imagined that changes in prices would follow 
quickly and smoothly from the inflow and outflow of specie; goods 
would also move in and out of the country with ease and prompt- 
ness. The whole machinery would work without giving any trouble, 
without disconcerting either the business world or the public 
Treasury or the observing economist The intellectually courageous 
simplification of the problem is quite out of accord with the ex- 
periences of their own times [the Napoleonic Wars] or of any later 
time when there was the sudden impact of a huge remittance. 1 

It is to be hoped that this lesson will not be forgotten in the future. 


Ill: THE INFLUENCE OF INTERNATIONAL TRADE 
ON NATIONAL PRICES 

Here is another long-neglected problem that has suddenly become 
of great practical importance through the war and the compulsory 
nationalization of all economic systems. What is the effect of inter- 
national trade on national price-levels? It ought a priori to assimilate 
the prices of similar goods produced in different countries, but is this 
actually the case? Do there not remain great differences not only 

tTausaig, InUna tvmal Tr*dt t p. *76. 


THEORIES OR INTERNATIONAL TRADE 


676 

or capital, RuefT, on the contrary, asserted that the elasticity of 
commercial inovr menu had been proved many a time fay experi- 
ence. It had been proved particularly by the extraordinarily rapid 
restoration of the French balance of payments when. France was 
suddenly deprived of the support of American loans in 1919. The 
ease with which imports and exporU of goods were readjusted at that 
time emphasized the elasticity of commercial movements and their 
dependence on movements of capital. 

A little later Aftalion devoted a chapter of his fine book on U£qa\l\hu 
dans Us /changes internationaux to the same question. “Do goods follow 
capital?” he asked himself, and he came to the conclusion that as a 
general rule, and apart from certain exceptional cases, the trad 
balance adapU itself to the needs of the balance of payments. Ex 
pericncc- shows, indeed, that countries owing cither interest or capiu 
are distinguished in general by an excess of exports, whereas credito 
countries are characterized by 3 trade deficit. 

By the discussions that they aroused, then, the payment of Gennai 
reparations and the repayment of the inter-Allied debts to the Unit® 
States resulted in a general revision of ideas hitherto held as to thi 
means by which the balance of paymenu is brought into equilibrium 
The means are similar to those employed in internal payments, ane 
the resemblance between internal and external trade is once roort 
established. The reintroduction of purchasing power instead of the 
comparison -with barter in explaining the equilibrium of international 
trade has been equally fruitful of results in other spheres. By starting 
from the idea of a transfer of purchasing power it is possible, u> 
particular, to consider the influence exerted by the development ol 
one particular industry on other industries in the same country- Thus 
the progress of the motor-car industry, or the wireless or the cinema, 
by increasing the incomes and purchasing power of these new in- 
dustries, alters the demand for the products of the older industries 
and causes reactions on their part to get back the markets they have 
partly lost. These reactions tend in general to lower the prices of their 
products so as to get back their former incomes by wider sales. This 
is a simple application of Rueff’s principle of the conservation of 
purchasing power. The progress of one industry leads immediately 
to a new distribution of the demand for the products of other industries 
and a readjustment of production in general. In these reactions is to 
be found the clue to that general lowering of prices that accompanies 
the progress of production when it is not compensated by a simul- 
taneous creation of new monetary instruments. Thus the theory of 
equilibrium between international purchases and sales can be appl* et ^ 
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between the prices of products, but also between the prices of services 
in different countries? And are we not justified in speaking of different 
price-levels in different countries? In this case is not currency devalua- 
tion the simplest method of restoring the equilibrium that has been 
destroyed? This is a strictly practical problem that statesmen call 
upon economists to solve. 

The answers given by economic science to these questions were, it 
must be admitted, both fragmentary and inadequate, and some 
theories which had formulated solutions — liie that of Senior — were 
well-nigh forgotten. So the whole question was brought forward anew, 
with results that are certainly not very satisfactory, though they 
deserve mention, if only because of the fame of the economists asso- 
ciated with them and the very difficulty of the questions raised. 

Two main facts were obvious to observers: (1) Between price-levels 
in countries with the same monetary standard there is a very striking 
agreement in the rate of movement. This was shown throughout the 
nineteenth century between gold-standard countries, and was con- 
firmed by the worldwide fall in prices after 1925, and still more after 
1930. (a) On the other hand, between the price-levels of different 
countries, as revealed by index numbers, there are at any gi' rn 
moment rficergeneer that persist despite the general similarity of their 
movements. How are we to explain these two apparently contra- 
dictory facts? How can we reconcile the parallelism of the general 
movements and the relative independence of the price-levels? 

On the first point recent writers, especially Angell and Ohlin, haw 
done little more than confirm and give precision to the older ideas 
Ohlin distinguishes two kinds of prices: those of commodities con- 
sumed on an international scale (metals, coal, essential agricultural 
products liie com, sugar, and so forth), and those of commodities 
whose consumption is for the most part confined to one country 
(bricks and stone, building slates, timber and woodwork, furniture, 
etc-). The former are so/d simultaneously on the great international 
markets, and their prices scarcely differ from one region to another 
except by the amount of customs duties and transport costs (p. I 5 *) - 
The prices of the latter — what might be called internal or domes' ic 
goods — seem at first glance to show greater independence from country 
to country. kVhy, for example, should not houses of the same kind, 
built largely of materials obtained from the country Itself, be tnu f h 
dearer in England than in France, or rice r ntal Actually, however, 
says OLLn (pp. 153 ff ), the prices of ‘domestic* products bear e»«* 

' similarity to each other in different countries than those of 
* , ■’ commodities. Ibis is because they necessitate 
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country or district? It should be noted to begin with that by ‘price 
of labour’ the author does not mean only the nominal wages of the 
worker, but includes also the profit of the entrepreneur and the interest 
of capital — i.e., the price of all the services used in making a product. 
And his answer, which is the same as Senior’s, is that the price of 
labour, or, more precisely, the scale of prices of labour in a given 
country, depends on the quantity of the standard metal that this 
country can obtain in exchange for the products it exports. 1 In other 
words, the-pricc of labour — in the special sense that Pierson gives to 
the phrase— that is acquired by the exported products fixes the entire 
range of remuneration in the country. That is the very conclusion 
reached by Senior. But what can be deduced from it in regard to 
comparative price-levels for goods? The answer is hardly anything, 
for Pierson hastens to add that a high price for sertnees is quite com- 
patible with a low price for products. In his view, a low purchasing 
power of money in a country (/./., a high price of labour) is not 
synonymous with a high level of prices, for the productivity of labour, 
measured by the number of days taken to produce the same thing in 
two countries, may be greater than it is elsewhere, and that means 
low prices. In brief, the two phrases ‘high level of prices of things in 
a country' and 'low purchasing power of money' are not identical, 
for the second relates to services alone and the first to all products. 
Pierson drew the conclusion that price-levels in two countries could 
not be compared in any satisfactory way. In any such comparison, 
he said, individual experiences play a preponderant part, and these 
depend on individual needs. A country that one person considers 
dear’ may with equally good reason be regarded by another as 
cheap.' (P. 369.) He added th'at a high price of labour is always 
an indication of economic prosperity 

-Taussig, dealing with die same problem in 1906,* reached very 
similar conclusions, which he reaffirmed in his book in ig27- But 
this b not to be wondered at, since his doctrine, like Pierson's, b in a 
direct tine of descent from that of Senior In his view each country 
exports those of its products in which its labour b relatively most 
_ efficient" — if., in which its productivity for the same time worked 
u relatively greatest. Its products are cheaper than their foreign 
counterparts because, by hypothesb, in the time taken to make, say, 
ten units, the other countries make five. Hence die advantage 

Pierson, Principles, Vot. 1 , p 365, of the English translation 
*In an article in The Quorurly Journal of Economies (August 1906) on Wages and 
in Shut Relation to helernatiaral Trade, reprinted in igno m ha Fra Trade, the 
Tariff, and Reciprocity, pp. 70 ff,-, tee especially the note at p. O4 
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(i) wages in any country are determined by the wages paid in the 
export industries; (2) wages in these latter industries are fixed 
from country to country by the quality of the labour furnished. The 
purchasing countries will give higher pay to the worker who produces 
the greatest quantity or the best quality of a product in the same time 
as his competitor, or who makes things that these countries consider 
the most desirable. This explains the high wages paid in England in 
comparison with French, German, or Russian wages, English goods 
being more sought after on all markets. This doctrine, which served 
to explain in particular the high wages paid in England at that time, 
aroused little interest outside England. Taussig studied the same 
problem in 1906 in connexion with American wages, which in their 
turn astonished people by their high level — higher than those of other 
countries, including England. He said, quite truly, that nothing could 
be found in the writings of French or German economists to show that 
their attention had been turned to these subjects. 1 

But Taussig might have mentioned the Dutch economist and states- 
man Pierson, who took up the same problem at the same time as 
Taussig was studying it, and started, like Taussig, from the differences , 
in wages in order to solve the wider problem of the differences in 
price-levels between different countries. It was, no doubt, the reputa- 
tion of Holland as a ‘dear’ country that led him to pay attention to 
this question. In a very interesting chapter on the value of money in 
different countries Pierson asserted that the only way to compare the 
purchasing power of money in one country with that in another 
(>.«., their price-levels) is to compare its purchasing power in regard 
to services, not goods. The problem of the conditions that determine 
the local value of money, he said, can be posed only in these terms. 1 

how is the price of labour, expressed in money, determined in a j 


determines the wages of all other workers, so too “the mine worked by England ^ 
the general market of the world : the miners are those who produce those commodities 
by the exportation of which the precious metals are obtained, and the amount 
the precious metals, which by a gtVen exertion of labour, and advance of capi™. / 
they can obtain, must afford the scale by which the remuneration of all other pt®* 
dueers is calculated" (p. 241). If we try to give precision to these statements, wnicn, 
despite their apparent clarity, are still rather vague, we reach the following 
tion. For all products that have an international market, the remuneration 0 
workers in each country will naturally be greater if they produce more goods 1 by 
day's work. Remuneration will be determined by productivity. On the other JT' 
for products that have cost the tame amount of labour, those most In demand 
most sought after on the international market will also be the .best paid, and the r» , 
of remuneration thus obtained will force Itself by degrees upon the total wages pa ' 
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suddenly raised in relation to English and American prices. When 
France decided in 1936 to devaluate the franc once again Switzerland 
hastened to follow suit, in order to avoid a price difference between 
the two countries that would threaten her exports. So too in 1931 the 
Scandinavian countries had followed England, so as not to lose the 
market that their products had hitherto found there. In this way 
the various governments showed their conviction that the general 
price-level of one country can for a fairly long time be higher than that 
of others, and that the effects of this are felt by foreign trade, at least 
temporarily. Many economists remained sceptical, being convinced 
that aTter a certain time-lag the temporary excess of exports from the 
favoured country must either diminish or evoke a contrary stream of 
imports, owing to the necessary equilibrium between a country’s 
purchases and sales. But how long can this time-lag last? It may be 
months or even years before the former volume of exports is restored, 
as England found by experience after 1925 and France after 1931. 

These circumstances again drew attention to the problem discussed 
by Taussig as early as 1906, and to the causes of the difference of price- 
levels in different countries. The solution proposed by Taussig met 
with numerous objections from Ohlin and Angell. The former, 
basing his argument on the idea of mutual dependence, was unwilling 
to give to a single factor — such as the efficiency of labour — a decisive 
role in the fixing of relative price-levels. It is the sum total of the 
Actors that act on prices that must be considered The comparatively 
high rate of wages in the United States results, according to Ohlin, 
from the relative scarcity of man-power in that country, and not only 
from the great advantages enjoyed by the export industries. Angell 
adopts a very similar view. 

But it is the legitimacy of the problem itself that is open to question. 
Can we really speak of the price-level of one country compared to 
that of others, when the very nature of the goods of one country varies 
greatly from those of another, despite their identity of name ? When 
we seek to compare the absolute prices of goods in various countries, 
the principal difficulty we are up against is that of finding lists of 
products that are really capable of being compared. Too little atten- 
tion is generally paid to the differences between manufactured products 
in common consumption in different countries, such as clothing, 
furniture, and utensils. Each nation has its own habits and traditions 
adapted to its climate and its own particular needs. Food, clothing, 
and housing are very different, even to a superficial observer, in 
Norway and England, or in France and Italy. Commodities common 
to them all are confined to a certain number of staple international 
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possessed by a country like the United States, which manages to 
produce much more than its competitors in the same time hy the use 
of machinery both in agriculture and industry, and by the skill shown 
by its workers in using this machinery. The remuneration of labour 
is therefore greater in the American export industries, and this 
remuneration determines what must be paid in all other industries. 
High wages are found in countries where labour is efficient in the 
production of export commodities, and whose exports fetch a good 
price in the markets of the world. But Taussig, like Pierson, is careful 
to add that high wages must not be identified with high prices. If 
he says, in the 'domestic* industries (i.e., those working for the hom< 
market) the efficiency of labour is also greater than it is elsewhere, 
then the prices of ‘domestic’ products will be relatively low, despite 
the high wages. He observes that in the United States a great number 
of ‘domestic’ products are cheaper than in Europe, while, on the 
other hand, all personal services are much dearer. To sum up, it may 
be said that the United States, though a country of high wages, is 
not a country of high prices for the great majority of the population, 
though it is very much so for the wealthy and well-to-do classes (p. 81). 

In short, Taussig’s theory, like Pierson’s, though it considers wage 
differences between countries, fails to explain differences in pnee- 
levcls. Taussig even leans to the belief that we cannot speak of a 
general level of prices, but must distinguish carefully according to 
kinds of products. All that can be said — and it is the conclusion 
already reached by Senior — is that high wages in a country are 
generally a sign of prosperity and well-being, because they are a sign 
of highly developed productivity, and consequently of the widespread 
use of machinery and improved methods of cultivation and manu- 
facture. 1 

The solution of the problem discussed by Taussig and Pierson 
became a matter of peculiar urgency when, after the First World War, 
several States decided to devaluate their currency so ns to lower the 
general level of their prices, because, they said, high prices hindered 
the exportation of their goods. The long-neglected problem of the 
relation between the price-levels of different countries again became 
one of immediate interest, for on this relation depended in part the 
rate at which each country meant to fix the level of its currency w 
relation to others. After the collapse of the pound in 1931 and the 
dollar in 1933 all French prices, expressed in sterling or dollars, were 
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attribute the .prosperity of this one to the fact that the nominal in- 
come of each person — i.t., the amount he receives and spends per day 
or per month — is represented by a higher figure than elsewhere. A 
prosperous country, then, will be a country not necessarily of high 
prices but of high incomes. Now, in a country of high incomes it 
will be possible to obtain not only more things at the same price as 
elsewhere, but also things of better quality which, if they were consumed 
in poor countries as will, would have the same price, but which arc not 
consumed there, because incomes are too low and these things are dear 
in relation to those incomes and not in relation to the same things 
made elsewhere. So in prosperous countries we find products that are 
too dear to be obtained in poor countries, but not dearer than they 
mould be in the latter countries if they were found there. The entire range 
of consumption is different in those countries, so that superficial 
observers get the impression that the cost of living in general is higher. 
But that comes of comparing cost of living with incomes in the less 
wealthy countries, instead of with the prices of products, which are 
the same, or would be the same if they were met with there. In England, 
for instance, or in Holland, articles of toilet and clothing, etc., seem 
dear to an Italian or a Frenchman, but actually they are things of 
better quality than in France ot Italy — more solid or more durable 
things, which in the latter countries are confined to the richer section 
of the community, whereas they are in common use in England and 
Holland. So we get back to a very similar idea of the problem to that 
of Pierson. 


IV: THE INTERNATIONAL DISTRIBUTION OF GOLD 
Closely connected with the problem of price-levels is another prob- 
cm that greatly concerned the Classical school of political economy: 
that of the distribution of gold among the different countries. 

The doctrine formulated for the first time by Hume (following 
CantUlon), and again in almost identical terms by Ricardo, Senior 
‘ * n d Bastable, remained for a long time without any important 
change. Its essential points arc the two following ideas: («) that gold 
j a commodity whose circulation from one country to another is 
. c * wsur itd by the same circumstances as other commodities; (2) chat 
just as commodities are exported from a country where they are 
cap to one where they are dearer, so is gold exported when it is 
C , ea I* r * n country thsn in other* (or, in other teords, tthen liie 
Pnce-fcvel is higher than elsewhere), and this export of gold tends 
w *.*hon time to equalize the price-levels in the different countries. 
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‘ goods, such « metallic raw r materiali and a few major agricultural 
products like milk, butter, and oil. In these circumstances the very 
idea of comparing price-levels is faced liy an objection at the outset, 
and the practical conclusions that can be drawn from it are of little 
importance. 

It is for statistical observation to settle the problem. Attempts at a 
more precise comparison of price-levels have so for met with the 
greatest difficulty, the theoretical reasons for which were admirably 
explained by Renrf Roy in a remarkable study published in the Paris 
Journal dt la SocUU dt Slalislijue for September-October 1941, as well 
as by Ohlin (p. 159). Some good writers, however, such as Knut 
Wicksell, who dealt with the question a few years before the Second 
World War, are content with the statement that “broadly speaking the 
price of the same commodity cannot vary in two different countries by 
much more than the import duty and the freight.” 1 But this formula is 
too much simplified, as Ohlin has shown: it is true only of countries thaf 
arc all importers of a commodity supplied by the tame exporting 
country; for instance, all countries that buy their wood pulp from 
Sweden. It ceases to be true when we compare the price of this com- 
modity in one of the importing countries with its price in another: the 
difference is often less than the cost of transport between the two 
countries.* In short, the problem of price differences between different 
countries is for from having been satisfactorily solved. 

One notion that should be mentioned here — a very old one — is that 
a prosperous country is generally a country of high prices. From 
Cantillon to Ricardo and down to Pierson and Taussig we find it 
constantly reappearing. But Wicksell considers it an illusion,* though 
he does not say how it arose. We will try to explain, as a modest 
contribution to a problem whose solution is beset by so many pitfalls. 

A prosperous country is one in which the quantity of products 
and services to be consumed per head of population is greater than 
elsewhere, or of better quality, or both. In such a country, therefore, 
the inhabitants enjoy on an average a higher standard of life th an 
those in less prosperous countries. If wc admit that prices of the same 
products are the same in this as in other countries, wc are bouncf to 

1 Wicksell, Lectures art Political Econonp, English translation, 1935, VoL II, p. *5®- 
The passage continues as Follows: "A Csctor which certainly tends to raise the cost 
of living in prosperous countries is the high level of wages and the ensuing higher 
prices for all personal services and all work done by hand. But this does not appre- 
ciably affect commodity prices, or at any rate the prices of those commodities enter- 
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Rueff in his TkSorie d/s phfaomhus monitains , 1 they rely on the notion 
of ‘monetary circulation,’ both parties declare that the disequilibria 
of the balance of accounts caused by the rise of prices in the countries 
where the gold is discovered and the resulting exchange fluctuations 
determine the spread of gold and its distribution among the different 
countries.* By the term ‘balance of accounts' Aftalion means the 
balance of external income received in the course of a year, to be 
distinguished from the ‘balance of payments,’ which in this author's 
terminology includes not just the annual incomes but the sum-total 
of a country’s external debits and credits. Rueff conforms to old 
tradition in using ‘balance of accounts’ to denote all elements, what- 
ever they may be (capital, income, and goods), which corresponds 
to Aftalion’s ‘balance of payments.' But this difference in terminology 
does not affect the agreement of the two writers as to the fundamental 
deteiminant of the movements of gold from country to country. 

Widtsell has given a similar interpretation of the phenomenon, and 
explains with remarkable precision certain facts that are often not 
sufficiently emphasiied. He observes first that the discovery of a gold- 
mine is accompanied by a very great rise of prion in the country where 
it is found. But that is only the first stage. Foreign goods soon begin 
to flow into the country, attracted by these high prices, “with the result 
that prices soon revert to normal and at the first shock possibly fall 
below normal." Thu fall in prices allows the production of gold to 
continue, though without this fall the cost would have become pro- 
hibitive. Profits from the mines become normal again, and the export 
of gold continues. It is, therefore, the gold that is exported to other 
countries that trill henceforth affect prices in those countries, and by 
raising them create disequilibrium in the balance of accounts, which 
1 Payot, Paris, 1917. 

‘‘There is ml each instant one single equilibrium distribution of the world stock 
of gofd, leading to a range of prices of such a nature that when all conditions within 
each country at the moment in question are taken into account (including the rela- 
tions of particular prices, transport costs, individual habits in regard to the use of 
different forms of money, velocity of circulation, activity of trade, banking policy, 
discount rate . . .) On total itLaat ej On taevts tf til Ou tmmtnu mtun snf «r» ni 
trmeia in rflirihAruOT.’' (Rueff, 7Vorw in yAAnWvi iWlmu, p. sj 9 ) 

It is clear on trading this passage that it is not altogether correct to elan RuefTs 
theory along with those of Alkahon or WickaeD. RuetTs theory n purely static; he 
dots not take Into account the dynamic hypothesis of new production of gold — a 
hypothesis that he will probably examine in the forthcoming volume of hit work. 
But the world distribution of new gold is brought about, like the distribution of 
existing gold, by changes in the balance of accounts, and it it t here Core legitimate 
htTT to associate Rueff with the other writers mentioned, although their plant of 
view it mote dynamic. In examining doctrines that present a fair number of slight 
individual differences it is impossible, without unduly lengthening thu book, to go 
Into aH the details that a companion of these doctrines would demand. 
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From the beginning this doctrine has received many modifications 
Ricardo’s opponents observed that gold was exported whenever th< 
balance of accounts was out of equilibrium, so that the rate of cxchangt 
rose. Now, the reasons for the disequilibrium of this balance are vet) 
numerous, so differences between the general price-levels of differeni 
countries are far from being the sole cause of gold movements. 

To meet this objection a distinction has been made, as by Mill, 
between two kinds of disequilibrium in the balance of accounts, namely, 
those of short duration arising from temporary inequality between s 
country’s credits and foreign debts, leading to very slight remittances 
of gold, and those of longer duration, where the outflow of gold may 
go on for a fairly long time, and which mult from a marked inequality 
between the price-levels of exporting countries and the rest. These 
latter disequilibria are less frequent than the former kind and appear 
particularly at times when large quantities of the monetary metals are 
being produced. 

This is the point at which the theory of the world distribution of 
gold was left by Mill and his successors. The second case, however, 
was more and more neglected as it was very rarely met with in practice: 
it is not even mentioned by Goschen in his famous Theory of Me Forrip 
Exchanges. 1 

It is obvious that the origin of the classical doctrine is to be found 
in the great discoveries of gold and silver in the sixteenth century, the 
rise in prices that resulted from them, and the consequent distribution 
of the precious metals among the trading countries through the im- 
port and export of goods. The mechanism of this distribution con- 
tinued to obsess the classical writers, and their notions were to t 
largely confirmed by the two great influxes of gold during the nlnf 
teenth century. After the discovery of the Australian and California; 
gold-fields, as well as those of the Transvaal, a flood of gold pouret 
on two occasions over the world, leading gradually to a general ns 
of prices, accompanied by an expansion of international commerce 
by a method very similar to that described by Ricardo and his iticcrs 
sots (and even earlier still by Cantillon). As to this mechanism then 
is fundamental agreement to-day between advocates and opponent 
alike of the 'quantity theory ’ Whether they start from the concept*'’* 1 
of incomes, like Afia!I/>n in the important book that he devoted to 
question under die title of Afomttu, ptix el thangf,* or whether, 

* Cwira uri tint npwu t4 tpcrie art the mull tt the balanre o t ittin. 01 

rf a cLZcmc* m the .»L ^ a rwoney, or tlx. s*ai», of vamn-ma in 0- »»*"* " 
maurr ia tvr^Uooa Hr , ifca Orprmtunn of a euereocyi. , 

* Suer. Fan*, 1917 T\i» «ci im* »u in b* romptewd \rf a farthrr •** *° 
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Or francs adopted the roundabout method of sending their gold to New 
York. There they changed it into dollars, which they then sold on the 
exchange market in London or Paris at the price of y. 6d. or 15 francs 
—far higher than the legal buying price. Therein lies the whole secret 
of what was for a long time called the “cornering” of gold by the 
United States and the “maldistribution” of the precious metal. 
Cornering and maldistribution were the inevitable consequence of 
the absurdly prolonged refusal of the two great issuing banks to buy 
gold at a price corresponding to the value of the gold dollar on the 
exchange market. It meant the systematic exclusion of newly produced 
gold from their coffers. The accumulation of gold by the United 
States continued as long as there was this difference between the 
buying price of the gold dollar at the European issuing banks and that 
obtainable on the exchange markets. 

What these events showed was this: that gold turned to those 
countries where it was dearer, not only in goods (which was the Classical 
doctrine) but also (and this was the new fact brought into prominence 
by these happenings) in the currency of other countries, when the rates of 
exchange between these currencies and between them and gold were 
not the same. That is the conclusion seen so clearly by Aftahon in his 
admirable L'Or tt la monnaxt. 

Now, was this actually a new fact? Fundamentally it was the 
application to the paper-money system of phenomena often observed 
in bimetallic systems, when sometimes gold and sometimes silver 
was exported or imported, according as one could be exchanged for 
the other at a more favourable rate than the legal exchange rate in 
the country where the movements began. The influx of gold into 
the United States slackened after 1925 when its cause disappeared, 
that is to say, when first England and then France stabilized their 
currencies and thus did away with the difference, too long maintained, 
between the price of gold on the exchange market and its official 
purchase price. 

After 1928 and 1929, and despite the stabilization of sterling, a new 
flow of gold began to the United States and also to France. Thu time 
a new circumstance had arisen: the exportation of capital, especially 
short-term capital, caused first by the enormous differences in interest 
rates on the great money markets, and later by uncertainty as to the 
stability of the monetary standard, this latter circumstance bang pre- 
dominant after the crisis of 1930. Then appeared what Aftalion calls 
‘the attraction of sound money" — ij., the search by capital for a 
refuge to the securities or values of countries whose currencies seemed 
likely to remain more stable than risen hrrr and Irss threatened by 
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will in turn give rise to a new distribution of the gold. Wickse 
emphasizes the fact that this rise of prices is due directly to the influ 
of gold, apart from any effect it may have on the rate of discoun 
And this is the more interesting because the author has shown ei« 
where the importance he attaches to the influence of the discour 
rate on prices.* 

Yet on the morrow of the First World War we watched with astonish 
ment enormous movements of gold that seemed to contradict this simpli 
thesis. Neither the disequilibrium of the balance of trade nor that of thi 
balance of accounts (at least in the restricted sense given to that tern 
by Aftalion) seemed able to account for it. The large gold payment 
made by England and France to the United States during the tea 
were easily explained by the impossibility of exporting goods at that 
time to pay for the enormous amount of war material imported by 
those countries. They confirmed the old observation that countries 
with an inconvertible paper currency are gradually stripped of their 
stock of metal for the benefit of the foreigner. But when the war was 
over the flow of gold to the United States continued and even increased, 
even when foreign trade had been restored. Was not that a strange 
anomaly? 

In reality the phenomenon was due to a particular circumstance 
not mentioned by the Classical economists because it had not shown 
itself in their time and because they adopted the single assumption of 
an international metallic standard. The circumstance in question was 
the temporary existence of two purchasing prices for gold, owing to the 
system of paper money employed by the majority of countries. Between 
these prices the sellers were free to choose, and they naturally chose 
the most advantageous. One was the official price, the other the actual 
market price. On the exchange market the prices of the paper pound 
and the paper franc in relation to the dollar convertible into gold had 
depreciated. But the Bank of England and the Bank of France con- 
tinued to offer, for the gold brought to them, a price in paper pounds 
or paper francs as low as that in force before the war when both countries 
were still on the gold standard. So a dollar bought on the exchange 
market for paper money might cost y- 6 d. in London and 15 francs 
in Paris, whereas a weight of gold equal to that contained in this 
same dollar was still exchangeable officially at the Bank of England for 
4*. in notes, and in Paris for 4.86 francs. From this divergence between 
the official buying price and the free price of the gold dollar on the 
exchange market there was bound to result, as an inevitable conse- 
quence, that the producers of gold wishing to obtain paper pounds 
1 Wicksell, Licturu cn Political Ecmornj, English translation, VoL II, pp* 
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ArinhafiMt pk+iJ:b!i . 1 Seine or the fundamental j>oin(* of tills theory 
haw been briefly summarized in the preceding pages. The 'mal- 
distribution' of gold vtu, in reality, the mult of measurrs taken by the 
belligerent countriei themselves after the lint World War, and of their 
Ithietance l<> rotore an international monetary system after the 
avalanche of paper money that started during hostilities. 

So nothing happened during these dramatic 5 ears to contradict the 
Classical doctrine of the distribution of gold in normal limes. But, on 
the other hand, events haw shown that other influences regarded by 
the Clinical school as secondary or exceptional (even to the extent of 
leaving them unmrntioned) might assume unsuspected importance 
as a result of the upheaval* caused by the war, and set up gold move- 
ments singularly difficult to remedy. In his Aien/hi tj Economics, 
already quoted, vdirac superiority is as marked on this subject as on 
others, Tierson had already developed Ricardo's theory so as to cover 
other movements of gold liesules those dealt with by that author. 
And Pierson attributed to Ricardo the particular mem of recognizing 
that international gold movement* were due primarily to monetary 
and not commercial causes.* Aflalion'i exposition of more recent 
experiences leads to the same conclusion. 

V: COMMERCIAL TOLICY; FREE TRADE, PROTECTION, 
AND AUTARKY 

While the old Ricardian doctrine was being developed and refined 
into a theory both more complex and closer to the facts, the con- 
troversy among economists concerning the best commercial policy still 
went on, though in a far less stormy atmosphere than at the end of 
the nineteenth century. The triumph of an ever more restrictive 
protection, before and especially after the war, even in countries 
traditionally attached to Free Trade, like Great Britain, Holland, and 
• Belgium, took much of the sting out of the controversies, whose in- 
fluence upon practice was admittedly growing continually weaker. 
But this triumph did not prevent the uninterrupted progress of inter- 
national trade, though from time to time the approaching end of its 
continued expansion was foretold by certain writers. It was predicted 
even before the First World War,* and it was predicted after it, 4 but 

*DaItn, Paris, 1939. 

See particularly pp. 53&-56J of Pierson’* Prutaplti of ttmomm, Vol. I. 

For example, Nogaro and OualU, fa a book called V£nltdvn Ju Commrrn (1914), 
expressed the opinion that France and England “ have now reached the peak of their 
foreign trade.” (P.41S.) 

4 By Ohhn, for instance, at p. 1 a6 of his booh already quoted, though his con- 
clusions are a httle lacking in precision and may be differently interpreted. 
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devaluation. No one had hitherto imagined that these influences, 
generally «o fleeting, could ever reach the scale that they then attained, 
or lead to such gigantic movements of gold. Yet there was nothing in 
this that contradicted the Classical doctrine: events were simply 
showing that an “unfavourable” balance of accounts can result from 
circumstances far more numerous than the single movements that that 
doctrine took into account — movements of goods determined by 
price differences. According to whether or not movements of capital 
are included in the ‘balance of accounts’ (whether Rueff's or Aftalion’t 
definition is preferred) svill these movements be regarded as a simple 
application of the general theory or as an anomaly. 1 

In one case, moreover, the old Classical theory itself has received 
striking confirmation in the events of this period. This was the situa- 
tion in which England found herself in relation to the United States 
after the return of the pound to par in 1925. The volume of means 
of payment for the English had greatly increased during the war, and 
under this influence the English price-level had risen very high. But 
it had been thought possible to peg the pound to the dollar at fa old 
rate. The consequence followed promptly: the export of English 
products became more difficult, upsetting the English balance of trade 
and constantly driving the rate of exchange of the pound to the out- 
going specie point. Hence arose an export of gold from England— 
though in smaller quantities than in the earlier period— or, more 
strictly, a tendency for gold newly extracted from the mines to go 
elsewhere than to England. This was a striking confirmation of the 
Classical doctrine. The movement did not end and gold did not begin 
to return to England till after the devaluation of the pound sterling. 


The monetary phenomena of this period, more like those of the 
eighteenth century, so well described by Cantillon, than those of the 
nineteenth, caused surprise by the unprecedented extent of the gold 
movements — a surprise that was reflected in theories numerous but 
ephemeral. We have already mentioned the one that aroused the 
liveliest discussion — the theory of the ‘maldistribution’ of gold, 
debated at length at the Gold Conference at Geneva in 1928 and 1929* 
and in the economic reviews.* Aftalion has examined in detail the, 
arguments put_forward by the supporters of this theory — and particu- 
larly the influence on the general fall of prices attributed by them to 
this ‘maldistribution’ — in a most instructive book entitled VOr ti J® 

* The fame thing happened when the United States suddenly reduced the 
content of the dollar in 1933. 

* See especially the articles by Stralosoh in Tie Eunomui and the Chatham House 
discussions collected in a book entitled Tie ItUnad^na! Gald ProtUn (Oxford, 193*1* 


fill. This lime the mult (if the the was to militate the inconveniences 
of protection, not of Tree Trade. It facilitated coimnerci.il progress, 
despite the hindrances that tirw tarilf li.mien tried to impose upon 
it. 1 Since 1530 the rapid fall in world prices liar set in motion a new 
wive. of protection. Once again it hat 1 >ecome plain that tariffs and 
quotas exert only very slight influence on the extern of the crisis. In 
some countries they haw hardly checked the fall in prices at nil, and 
hue not succeeded in preventing it. IT Great Britain and the United 
States emerged from the crisis, it was not because of their tarilf policies 
but because of the monetary devaluations that they both adopted. 
France, in spite of quotas and jrrnlubirions, did not sec ber foreign 
trade improve till after 193G, when she resigned herself to a new 
devaluation, thus putting her price-level in harmony with that or her 
great competitors. 

ISTiat was the reaction of the economists to these developments? 
For the Liberal ones, especially the mathematicians, Free Trade had 
for a long time admitted of many exceptions and much w atering-down. 
F.ven Mill, following Last, had admitted that the protection of an 
industry in its early stages might lie justified, this is the 'infant in- 
dustry* argument. Pareto showed that the setting-up of trade between 
two hitherto separate countries undoubtedl) increased the total supply 
of wealth, though it might be concentrated in one of them alone.* 
Barone, a disciple of Pareto, after a rigorous demonstration that every 
protective duty gives rise to the destruction of wealth, adds that it 
would be crroneoui to conclude “that for every country and in every 
age protection is harmful and Free Trade advantageous. . . . Even 
from the purely economic point of view it must be considered whether 
the destruction of wealth that is certainly one of the e/Tects of protec- 
tion may not prevent still greater destructions of wealth.”* In short, 
all these writers believe, like Cournot, that freedom of trade is mainly 
a maxim or practical wisdom, or, like Edgeworth, who drew up a list 
of all the cases in yvhich the imposition of a duty might be justified 
by theory, that it is one of those prudential maxims that are always 
good to follow— like ‘honesty is the best policy.’ Pareto thinks it 
futile to put the problem in a general form: it must be couched in the 
lollowing terms: “ Given all the economic and social conditions of a 
country at a given moment, U Free Trade or protection the better 


j Thii is particularly true of co 
duun, where, in comcqur 
»uo of the duty .V* 

* See P; 
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»!»•• ptrrftftWa were always Miol by the fieti. On the eve of the 
great ffi‘rt of International trade rrarhed a levtl hitherto utj- 
Vtmvri. Its JkIiiv— whith *m, moreover, relative, and much more 
a matter of prices thin of quantities — vrmrd only temporary. But tat 
the nutbrrak of another war it would probably have Soared to nor 
heights through the general world expansion of production, calling 
r%rry year for more raw materials, more machinery, more tools, and 
more varied fooditulFi. Nothing, it seemed, hut a check to the growth 
of population could serioudy slow down the astounding progress of 
International trade during the pail hundred yean. Yet nothing is las 
certain. 

OthrT circumitancn intervened. To begin with, the tari/T system 
of a country, whether protectionist or Free Trade, seemed to have no 
appreciable connexion with the more or less rapid progress of its 
economy. The progress of protectionist countries like Germany and 
the Unites! Slates in the twenty-five years before the World War 
was often more rapid than that of Free Trade countries, while, on 
the other hand, the Spanish economy, strictly protectionist, made but 
slow progress. In short, the amount of protection or Free Trade seems 
to have played only a slight pan in the development of trade and 
prosperity in any country: the true motive forces are to be found 
elsewhere. Charles Gide, in France, had already pointed this. out, 
and economists of more strictly liberal views, like Divisia, axe tending 
nowadays towards the same conclusion. 

On the other hand, the great world movements of prices, up and 
down, have obviously exercised a much more marked influence than 
tariff systems on (he rhythm of progress or depression of the great 
economic systems. Marshall, in a famous deposition, 1 expressed the 
opinion that the progress of Free Trade after 1850 had more to do 
with the prosperity of England than the rise in prices that was started 
at the same time by the discoveries of gold in California and Australia- 
But the opposite opinion is much more likely to be the true one. The 
extension of Free Trade in the middle of the nineteenth century would 
have met more obstacles if the stimulus given to world economy by 
the rise in prices, caused by the sudden abundance of gold, had no 1 
made up for the temporary inconveniences inherent in any alteration 
of customs duties. This was made plain when, after 1871, the fall of 
prices that continued till 1895 caused a very strong protectionist 
reaction against the liberal regime established in the middle of th f 
century, and this reaction did not end when a pew rise in prices, due 
to the exploitation of gold in the Transvaal, followed the preceding 
1 Cf. our Hisicin itt Doctruui rtlahra »u trliit it i la nanami, pp- 
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shout what Pareto called “ the maximum ophelimity.” But since this 
transferability of the means of production does not exist 
the only thing left to do is to make use of them where they are and 
to locali2e production according to the geographical distribution of 
the factors. ... In this way the total volume of production is 
increased, and so the mobility of the products makes up to some 
extent for the lack of mobility of the factors of production between 
one country and another, or, what comes to the same thing, trade 
mitigates the disadvantages arising from an unfavourable distribution 
of the factors of production. Hence arises the profit resulting from 
trade between region and region (p. 42) 
or between country and country, and this, he adds (going further than 
Pareto), is profitable in tiny case to the exchanging countries. 

To sum up, trade, domestic and foreign, is the only means yet dis- 
covered by individuals and nations of sharing the advantages of which 
they would necessarily be deprived by the inequalities of their material 
or intellectual resources if they were confined to those given them by 
nature or history. 

Another argument leading to the same conclusion has been bril- 
liantly employed by Enrico Barone, who illustrates it by striking 
diagrams. It consists in showing that the immediate effect of every 
new protective duty is to reduce the actual revenue, in goods and 
services, of the country that imposes it. 

So the old argument that every reduction in imports through the 
imposition of a customs duty tends to diminish the amount of exports 
has lost none of its force, though its manner of presentation in the 
course of discussions on reparations differs slightly from that used 
earlier. It can be formulated as follows. When a foreigner introduces 
foreign goods into France he acquires some francs. Now, these francs 
can be employed, either by the owner himself or by those to whom he 
transfers them, only in France, and only in the following four ways: 
(0 in buying French goods to be exported from France; (2) in pay- 
ment of debts owed by the foreigner to France; (3) in buying capital 
(securities, land, houses, etc.); (4) in buying gold. So the diminution 
of imports through the imposition of a customs duty, by reducing the 

w ulj involve exchange of products because these forces would be dispersed in rpace , 
liie the markets on which their products would be sold. It is simpler to say that by 
e* changing goods and transporting them from the places where they are made more 
cheaply to places where they are dearer we effect an economy which makes possible 
•prater amount of production for the whole world. The advantage is a til more 
obvious «rhen goods are exchanged which tame 1 h made at all in the places where they 
are in demand (copper for bananas, machinery for cotton, and so forth), and this 
>»ttee case has become increasingly frequent in the international commerce of the 
twentieth century. 
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policy for that country at that time?” 1 List himself would not have 
spoken differently. 

But though the controversy about tariffs went on between econo- 
mists in a different atmosphere from that of the late nineteenth 
century, and though the more liberal among them were disposed to 
modify their principles in many circumstances, that did not in the 
least mean that the general economic arguments in favour of trade 
freedom had lost for them any of their convincing force. On the con- 
trary, they resumed and developed them after the war with a precision 
that was often lacking in their predecessors. The point of view of 
these economists has been perfectly defined by Robbins in Ids book 
The Great Depression (pp. 183-184). “It is important," he says, 

that in considering this matter we should preserve a sense of propor- 
tion. . . . The existence of protective tariffs on a considerable scale 
is not in itself an obstacle to extensive business activity nor to a 
fairly rapid rate of progress. ... No one in his senses would argue 
that the establishment of universal free trade is a sine qua non of 
business recovery at the present. . . . But this is not to say that there 
is anything to be said for tariffs as a positive means to prosperity- 
Nothing that has been said in recent years has served to alter in any 
substantial respect the strength of the case for the maximum inter- 
national division of labour, that is the case against protecuve 
tariffs; and the technical developments of modem industry have 
done much to make that case even more pertinent than in die pajt. 
The economies of mass production, which modern technical develop- 
ments make possible, are economies which can only be reaped to 
the full if the market is sufficiently extensive. Since tariffs necessarily 
contract markets, it follows that the existence of tariffs must prevent 
resort to the economies of mass production being as widespread » s 
might otherwise be the case. 

Ohlin, the most penetrating investigator of international trade, 
adopts the Classical thesis, according to which trade in goods is the 
only means of effecting approximately that rational distribution cf 
production that would be established if the factors of production 
(labour, natural resources, and capital) could move about at will- “ 
the factors of production," he writes at p. 39, “could move about »t 
will, space would no longer be of any importance. . . . Labour 1 
capital would be transferred from places where their marginal utility ^ 
is low to places where it is higher.*’* In this way would be brought ( 
1 Pareto, Mima]*, tlupifr u, pars. 60. 

* To be quit/- accurate, the hypothesis of a total transferability of the tnrana t* V 1 * 
ducooo th*t would aboluh space Kemi to us to inconceivable that It would l* 
in our opinion, to let aside consideration* of this kind. It u a relic of th» ‘‘vVi 
Ricardo and Mill. Space is a fact. Even if national barriers did not ttiit, w* 
have to tale account of (pace, and a rational world distribution of product"' *’ r 
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culty of calculating it equitably and benefiting only those who really 
need it b such that it is better on the whole to leave it alone (p. aoo). 

What Pierson accepts for agriculture Ohlin admits for the protec- 
tion of industry in a period of depression and unemployment. The 
effect of a customs duty will be to reduce imports, but the normal 
repercussions of thb reduction — a diminution of exports and the 
extension of unemployment to the export industries — will not take 
place in thb case, for the protected industry will increase its produc- 
tion without having to withdraw labour from other industrics r as it will find 
it among the unemployed and will simply recommence undertakings 
that had been held up by the crisis. Neither will there be any rise in 
wages or in the price of capital in the export industries. The State, 
on the other hand, will economize by not having to pay unemploy- 
ment benefit to workers who will now be employed. 1 “All such cases 
as thb,” writes Ohlin, 

differ in one important circumstance from the case of an ordinary 
protective duty: the factors of production used to increase production 
in the protected industries do not diminish the amount of (he avail- 
able factors needed by other industries. The workers are drawn 
from the ranks of the unemployed. There b therefore no diminution 
of production in other industries (pp. 494-495). 

No doubt, remarks Ohlin, the same result might have been obtained 
without a customs duty, but more slowly. The protective duty will 
enable a difficult obstacle to be surmounted. In the case of a long 
depression, on the other hand, the resulting movements of labour will 
probably reduce unemployment as effectively as a customs duty. So, 
to be sure of applying the duty intelligently, it would be necessaty to 
know first whether a temporary crisb or a long depression b to be 
dealt with — which is not exactly an easy matter 
In his important work on international trade (Der IntemalionaU 
Handel) Haberlcr, though a convinced Free Trader, maintains the 
tame thesis as Ohlin in the case of a depression of short duration, but 
lib argument b a different one. He agrees that a reduction of exports 
Will necessarily correspond to the reduction of imports that follows 
*he imposition of a customs duty. But since the protected industry 
15 E oul g to benefit by increased purchasing power, because of the 
greater activity that it owes to the protection, thb purchasing power 
Way increase the demand for the products of the export industries and 
make up for the loss of the purchases of foreign customers (p. 192). 
So by a rather different route the author reaches the same conclusion 
as Ohlin, He also insists that what b true of unemployment does not 

1 Ohlin, Inlmafwnal and Interregional Trade, p. 493 
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number of francs possessed by foreigners, will necessarily either injure 
rt French exporter, or injure a French creditor who is owed money by 
a foreigner, or prevent foreign investments in France, or prevent an 
export of gold. Of these consequences the first two are by far the most 
frequent, and there is no doubt whatever that, considered by them- 
selves, they weaken a country’s economy. The two latter consequences 
arc sometimes favourable and sometimes unfavourable, according to 
the country and the circumstances, but they are much less common 
and can in most cases be ignored. What wc have generaDy to expect, 
therefore, if the imposition of the duty reduces imports, is other a 
reduction in exports or a reduction in the realization of credits, both 
necessarily injurious to the country’s economic system, and both 
frequently observed in the post-war years. 

To deny the applicability of these fundamental arguments would be 
to deny also the advantages of freedom in internal trade. Nor are they 
disputed by the immense majority of economists. If some of them 
sometimes support protectionist measures, it is because they regard 
them as temporary exceptions, to be tolerated for the time being so as 
to avoid certain social, political, or even military inconveniences in 
the country that adopts them. Habcrlcr, in his examination of the 
arguments for protection, draws a distinction between two kinds. 
First there are the arguments that he calls undebatable — those that 
are not open to discussion because they disregard truths accepted by 
all economists (such as the 'commercial deficit’ argument, a hundred 
times refuted and yet always reappearing in popular controversy) 
and secondly those that admit the truth of these conclusions and confine 
themselves to showing that in certain exceptional circumstances they 
no longer hold good. To this latter class belongs the theory that an 
economic crisis causing severe unemployment may be combated or 
mitigated by customs duties. This thesis, often maintained since the 
war, is not a new one. It had been defended before that time by so 
convinced a Liberal as N. G. Pierson, who admitted that a sudden 
and heavy fall in the price of corn, for example, might justify a protec- 
tive duty. “A measure that aims at preventing a too rapid fall t° 
com prices,” he wrote, “is of advantage not only to farmers and 
country tradesmen but to the whole population as well.” 1 What hr 
would allow was an Import duty levied at a lower rate each year until 
it finally disappeared, so that the advantage of a permanent fall in the 
price of com would not be lost, but the inconvenience of a sudden fall 
would be avoided. Pierson added, however, that the inconveniences 
of such a duty are in other ways so great, and especially that the diffi- 
* See Pierson, Pri/uipUs, Vol. Ill, p. 197. 
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and yields a larger income. Manollesco is, we believe, the first econo- 
mist to emphasize with all the force it needs this important and in- 
disputable fact which explains the continued movement of agricultural 
populations towards industry. His work may in this respect be com- 
pared with a book published in the United States in ig}0 by the 
eminent statistician Carl Snj-der under the title Capitalism tht Cuator. x 
Based on an incomparable knowledge or statistics and history and 
written in a captivating style, it is a veritable hymn of praise in 
honour of the human spirit in the service of industry. With an im- 
pressive wealth of documents the author describes the marvellous 
economic development of the United States during the last hundred 
yean, built up entirely on the basis of technical inventions put into 
operation by saving. With many curves and figures he shows the 
comparative yields of industry and of agriculture in the United States, 
and the predominant part played by the former in this great achieve- 
ment. Manollesco has demonstrated the same thing at a time when 
this truth, nil) meeting with much resistance, was far from being 
universally accepted. He concludes from it that protection is advan- 
tageous when duties are the only means of introducing into a country 
an industry that will yield more than the country already produces, 
and more, in particular, than agriculture. 

The object of commercial policy being, therefore, in his view, to 
raise the general level of productivity in a country, protection should 
be applied only to a small number of products. “Protection," he 
writes, “should cover only certain things, generally few in number 
compared with all the things produced in the country.” Only manu- 
factures “whose productivity exceeds the average productivity of the 
country” will be protected to the exclusion of all the rest, and so the 
loss resulting from the establishment of a protective duty will be more 
than compensated by the introduction into the country of more pay- 
ing industries. Far from reducing international trade, industrialization 
increases it. Manollesco emphasizes one fact whose importance 
cannot be over-estimated — though it is forgotten in almost all tariff 
discussions, and though Taussig has very often stated it — namely, 
that “industrial countries are themselves the greatest consumers and 
•he greatest importers of industrial goods" (p. 258). 

We are only pointing out here the fundamental conceptions in 
Manoilesco’s work, without going into detail on the theoretical dis- 
cussions by which he seeks to prove the falsity of the Ricardian theory 
of comparative cost, and which are open to many objections. But the 

* ai *b.tute Is 77ie Economic Foundations of Modern Industrial Society (New York, 
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apply in the case of productive factors other than labour, as, for 
example, causing uncultivated land to lie idle. 

Keynes has declared in favour of the same thesis. He admits that 
a customs duty, by temporarily improving the trade balance of a 
country, may enable it to increase its purchases of raw materials and 
set part of its industry going again . 1 

The theories just mentioned relate to what might be called occa- 
sional, or temporary, protection, as practised by almost all Govern- 
ments. But there are also more ambitious theories, that are not content 
with making concessions to protection, but try to find a doctrinal basis 
for it and make a regular system of it. The most interesting -attempt 
of this kind is, in our opinion, that of the Rumanian author Manollesco, 
whose Thiorit da proleetionnisme et de Vi, change international, published in 
French in 1939, has provoked sharp contradictions but nevertheless 
contains original and interesting ideas. The author is first and fore- 
most an industrialist. He wants to see his country abandon her almost 
exclusively agricultural economy and turn towards a more industrial 
one. Despite his own denial, his inspiration is much the same as that 
of Friedrich List, and his practical conclusions are very similar to those 
of the German economist. Like him, he attaches chief importance in hi* 
idea of commercial policy to productivity and nationality, and like him 
too he rejects a generalized protective system applying indifferently to 
all branches of economic activity. The basic notion in his work is that 
industry to-day in every country gives a bigger return than agriculture 

•On Ihi* point sec Habrrler'i book, pp. 198-300, where he tfucutsm Kryr.o ‘ 
position. In France it is maintained by Oulft {It mlcamimt it! kkm[ti isl/rs-jnruni* 
it U pthlufiu ttmmtrmU n tempi it crut, 1938) that the normal theory of internitlnn 
trade and of the equilibrium of purchases and tales between di fferent coon fries, thout 
true in periods of expansion, is not true in pentxis of depression or crisis * ru * ^ 
justifies protective dunes Just at within a country, he says, there are strong ami wr» 
businesses, and as in times of crisis the weak ones, producing at a higher price, are 
eliminated by the strong ones, so also (here are strong and weak countries from W* 
point of new of international commerce, and the Utter lend to be eliminated In ume* 
of emit. When general demand is active the products of the weak countries are jj 
demand on the international market, just as in times of prosperity the pfodurt* 
the weak businesses find a market because the demand is very great. But In period* 
of crisis the strong a Ain tries, be thinks, would be able to swamp the weak ones, «r“ "f 
U tiev superme production, and bring their trade completely to an ml In tha 
Case a customs drry would be the only means by which a weak country could keep 
sts industry gosng wfcj* waiting l-r better limes. 

Itis argument aswjir.es Use existence of international tratle machinery very diflc»»* 
60m that genera-Ty accepted, without any sufficient j' a ufca lion. The d.sunt tv 
between 'strong* and 'weak 1 coumrvs does not seem to correspond to any P n, ‘ T 
eco nom i c deftruticet In ernes <A crisis til coun fries find their t -reign Irale d.numshc, 
a ad she diajcuts-a m often most marked in the ao-esjird *iir**g* ctainttws ■* 
Coded Suio, Cerouny, sol England, fe instance, Mifferni far mss grs««ly 
fritter in the crisis cf |jy>. 
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that there is no point in emphasizing the difficulty of practising 
them. 

The autarkic ideal is an exaggerated form of that instinctive fear 
of foreign commodities that has been so well analysed by the Swedish 
economist Heckscher in his already classic book on Mercantilism. 1 
In opposition to it he has formulated a doctrine called “cxchangism" 
to show that it is neither exclusively Free Trade nor exclusively pro- 
tectionist, but regards the extension of foreign trade and not its 
restriction as the fundamental object of commercial policy. 

Autarky cannot be considered a mere extension of protectionism, 
for the latter docs not deny the usefulness of trade, but simply wants 
to limit its too swift or sudden expansion. Autarky is a new concep- 
tion, entirely opposed to the one that has guided international com- 
mercial policy from the most remote past down to the present time 
Wat it proposes is nothing less than to reverse the line of development 
which for two thousand years has continued to extend trading relations 
between nations as between individuals. And that is a harder task 
than some of its advocates seem to imagine. 


CHAPTER H: CONFLICTING THEORIES OF 
CRISES 

Between the phenomena that appeared after the First World War 
and those that followed the Napoleonic Wan there are striking 
resemblances. We have already noted these in the sphere of inter- 
national commerce, but they are no less impressive in the matter of 
crises. Hardly had the treaties of Vienna been signed than a series 
of industrial crises in 1815, 1818, and 1825 shook England, and, 
therefore, the continental countries also. A hundred yean later the 
Treaty of Versailles had hardly been signed when the crisis of 1920 
broke out in the United States, followed ten years later by the still 
more violent one of 1930. This latter, bringing unemployment on an 
unprecedented scale to the United States, to Germany, and to England, 
and causing the collapse of the principal currencies of the world, will 
always figure in history as a particularly tragic event. 

Is this a mere chance resemblance? Certainly not. Every prolonged 

Heckscher, Mercantilism, a vols , Stockholm, 1931. This work has been 
"Slated into English {Allen and Unwin, 1935). 
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true idea that seems to lie behind the'author's theory is that a com- 
mercial policy whose sole advantage is to cause a better distribution 
of the existing means of production between one country arid others 
is far less interesting and deserves less sacrifice than one that tends to 
inmast the productive capacity of both the exchanging countries at once. 
Now, in many cases it is only industry that can achieve this result, 
and if protective duties are necessary to accomplish it they are justified, 
in the view of this author. 1 

But the reaction against Free Trade was destined to go further 
than protection. In quite recent years a policy has been advocated 
—not so much by economists as by public men — which aims not -at 
developing international trade but at doing away with it. This is the 
policy of autarky, already outlined by the philosopher Fichte in his 
Der geschlossene Handelsslaat (“Closed Commercial State”). What it 
advocates is that a country should be completely independent, econ- 
omically, of others. It would require from them neither consumable 
products, nor raw materials, nor machinery, and would therefore hare 
no need to send them its ow n products. It would be sufficient unto itself 
which is the meaning of the word ‘autarky.’ Such a system can be 
realized by two methods only — one that can be called restrictive, and 
the other expansive. On the one hand a country can restrict its needs to 
the level of its own resources — e.g., a country without copper and alumi- 
nium can decline to create an electrical industry, a country without 
coal can give up metallurgy and every industry that uses steam pos\rr, 
such as rail transport, and a mountainous country can content itseu 
with dairy produce and go without the com and fruit that only the 
foreigner can supply, and so forth. Or, on the other hand — and this 
is the solution generally favoured by the autarkists — the country can 
Seek to extend its resources to the level of its -wants, in which case it 
will have to obtain, either by conquest or exchange, territory possessing 
the resources that it lacks itself. But, as man’s wants are by nature 
unlimited, it is difficult to see where this thirst for new resources is to 
stop. Both solutions are fraught with such obvious inconveniences— 
the first for the country itself, and the second for it* neighbours 

1 A rather older but very interesting attempt to base a protectionist 
rational arguments and not merely on expediency was made in Austria by 
Schuller. Starting from the actual theories of the Austrian school — he was a puJ" 
of Karl Meager — and making in each case an ingenious calculation of the *dv* n, *8“ 
and inconveniences of customs duties, be formulated some rules under wluch » 
tecnonist policy could be justified. Hu book is full of originality and 
author was the principal commercial negotiator of the Austrian Republic after 
First World War Hu book SchutuM W FrahmUt (“Protection and '' 

which was published in 1906, is worthy of a place by itself in the literature of 
subject, which is generally pretty dull and nearly always commonplace. 
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only truly industrialized country in Europe, and it was in England 
that the return of peace caused the most serious disturbances. Labour 
troubles and unemployment assumed proportions at that time which 
stirred the whole world. At the beginning of the twentieth century 
industrialization had spread to France, Germany, and the United 
States, and these countries experienced the difficulties from which, 
in 1815, England had been almost the only sufferer. But it was once 
again in England that unemployment lasted longest, especially after 
the crisis of 1930. Germany, the United States, and France did not 
experience it in all its gravity until after 1930. England at the begin- 
ning had her areas of unemployment, whose distress she compared to 
that of the French devastated regions, so that she called them her 
"devastated areas.” The problem of unemployment, therefore, as a 
principal characteristic of crises, was presented with peculiar force to 
British economists. All their theories show the effects of it, especially 
those of Keynes, and the way to restore ‘full employment’ has the 
largest place in their proposals. These circumstances must be kept 
in mind in reading the abundant economic literature that has been 
evoked by these events. This abundance is itself another point of 
resemblance with the post-Napoleonic period. 

The old controversies between Sismondi, Ricardo, and J. B. Say 
are still famous, and the majority of the later theories of crises have 
been influenced by them — not only those of Rodbcrtus and Marx, 
ascribing them to maldistribution of incomes, but also those of Tooke 
and the Currency School, putting the blame on excessive credit or 
the uncontrolled issue of bank-notes. At no time since then has this 


great subject ceased to occupy the economists, particularly after the 
crises of 1900 and 1907. But the two crises that followed the First ( 
World War in 1920 and 1929, both originating in the United States, 
extended so far (especially the second one), disturbed so profoundly 
the economic life of the great nations, had such lasting repercussions, 
monetary, industrial, and even political, and dislocated international 
trade so violently that the best-known economists in all countries have 
led (as after 1815) to express their views on their causes and the 
remedies to be applied. These controversies recall by their extent 
those of the beginning of the nineteenth century. It is a significant 
act that the curiosity of present-day historians and economists alike 
as to earlier events has been awakened and aroused by many historical 
'vorks in which these events are studied in the light of the present. 

These post-war theories also show signs, as is only natural, of the 
changes that the last hundred years have wrought in the machinery of 
economic life. In the matter of credit, for instance, it is no longer the 
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,and widespread war makes goods scarce and generally forces Govcm- 
jments lo resort to paper money. 1 Hence comes a general rise in prices. 
{The coming or peace brings back the ordinary volume of production 
Jtnd compels Governments to return to normal financial methods. 
[Hie new flood of goods, and the mere ending of the creation of pur- 

I 'chasing power (even without any withdrawal of the paper money), 
then cause prices to fall. The greater the previous rise the faster is 
this fall. When this unavoidable readjustment begins it takes the form 
of a crisis, but it may last for many years. If, then, the mere alterna- 
tion of booms and depressions that characterizes modem industrial 
development provokes new crises, these are reinforced by the general 
tendency of prices to fall. Thu readjustment took place after the 
Napoleonic Wars, after the American War of Secession, and after the 
war of 1870-71. An examination of the general price-curves at each 
of these periods shows this so plainly that it is surprising to find so 
many people astonished by it when it happened after the First World 
War. It was particularly grave at that time because of the enormous 
extent to which prices had previously risen, and the severity of the 
crises that followed was thereby increased. The persistence of this 
factor must never be forgotten in interpreting these crises, lor without 
it their extent and virulence would remain inexplicable. 

But the analogy with the period after the Napoleonic Wars does 
not end there. The end of a great war brings not only a readjustment 
of prices: this readjustment extends to the whole of production. 
Factories doing war work are turned over to the production of con- 
sumers’ goods. They have to adapt their plant and make sure of their 
normal markets. In primarily agricultural countries, like France u» 
1815; the difficulties are less, because the peasant, as soon as peace u 
1 restored, finds his land ready to receive the seed and make it grow- 
' But even to him the dislocation of agricultural markets by the war. 

, as well as disturbances to cultivation, present difficult problems, as 're 
saw after 1918. 

But in industrial countries it is the entire orientation of capital and 
labour that has to be modified. Ricardo, like Adam Smith, called 
attention to this in the pages already quoted. And this rcadaptadoi* 
is made harder by the accompanying fall in prices that makes strenuous 
efforts necessary if cost is to be reduced. For if at the beginning of* 
war the necessary adaptation is made easier by the rise in prices, t* 
is impeded after the war by their fall. After 1815 England was the 

1 This was not the case in France under Napoleon, however. He started the rystf™ 

• mailing conquered countries pay for the war. His horror of arris ** lit m3ae w™ 

. - steer dear of paper money, but England did not escape it. 
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Haberler so well puts it in the far-reaching report in which he sum- 
raarkes and discusses all the known interpretations of the economic 
cycle, these economists admit that a process of expansion and con- 
traction cannot continue indefinitely, because it gives birth itself to 
forces that oppose and eventually upset it. 1 At the end of the chapter 
we shall see emerging from these controversies a third conception of 
crises, which seems to-day to be winning over those who arc interested 
primarily in the positive study of the phenomenon. While taking 
into account all the influences already noticed it leaves the door open 
to other and new influences Thus it envisages not one single mode of 
operation but several. 


I: THE ‘GREAT DEPRESSION’ AND ITS CAUSES 

Lionel Robbins is the best-known representative of the fint group 
of economists. He has submitted 'the great depression'* to a pro- 
found analysis, in which his thought is specifically linked to the 
Classical tradidori, v.-VicU he calls the heritage of generations of subtle 
and disinterested thought. Since most economists use the 1930 crisis 
as a touchstone to test the proportion of truth contained in earlier 
theories, it is useful to recall its essential features as they appear to a 
mind of exceptional honesty and keenness. 

To Robbins, then, the crisis of 1930 was the result of a combina- 
tion of unfavourable circumstances aggravated by a policy "hich, in 
England as much as, and perhaps even more than elsewhere, rejected 
some of the clearest lessons taught by past experience. One of the 
salient features of his book is the courage he displays in openly reject- 
ing some of the most popular explanations propounded in hts own 
country under the impact of the first disasters caused by the ensis. 
The natural tendency in Great Britain was to cast on the economic 
and monetary policy of other countries responsibility for the events 
that brought about the resounding collapse of the pound sterling. 
This was ascrilsed first to the ‘maldistribution’ of gold (meaning it* 


htmit, mnJ Sinn- “I suggest that the essential ill— — 
Cytle xntl, eiprriaily, the regularity of time-sequence and of duratii 


r » the Trade 


riling ti ft QtU, is mainly due to the wae in which the marginal efficiency of 
. The Trade Cycle h best regarded, I think, at being occasioned by 
in the marginal efficiency «f capital.'' 

hidden factor 


changes ejplain the crab Itself, and - 

hidden force that our audiors arc trying to find. 

* G von Habetler. /V»'/eei(s oaf fVyermaa, p. *45 (Geneva, 19J7). 
RobUttt, 7 b OmI Difwtat as (Macm 2 Jan. London, 1(134) 
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bank-note that takes the first place, as in the works of Juglar or 
Laveleye, since for more than fifty years the bank-note has been super- 
seded by the current account. It is, therefore, the current account, 
made available by the cheque, the 'written money,' that plays the 
chief part in modem theories of crises. In the matter of production 
those industries that make what are called “production goods” — 
such as machines, girders, rails, metal plates, steel and copper wire, 
etc. — have acquired increasing importance as compared with those 
making "consumption goods.” This distinction between the two 
groups of undertakings, ignored by Sismondi and J. B. Say, plays a 
prominent part in modem theories. Particular stress is laid on the 
more violent fluctuations to which the first group are subject. And 
finally, the influence of saving on the orientation of industry is rarely 
mentioned by earlier writers, except Sismondi and Malthus, whereas 
the enormous development both of creative saving and of reserve 
saving during the past century has turned the attention of economists 
to the mechanism of saving and its influence on the birth or develop- 
ment of crises. So we find that theories of saving constitute a new and 
important part of the modem doctrines. While these doctrines 
emphasize certain aspects of crises that have hitherto been little 
studied, they none the less retain some profound resemblances to the 
older theories. To-day, as a century ago, they can be classified accord- 
ing to whether their authors ascribe decisive influence to the inter- 
vention of credit, to the uneven rhythm of industrial production, or . 
to under-consumption. 

These distinctions, however, are but secondary ones in comparison 
with a certain fundamental opposition that is to be observed between 
1 two classes of thinkers. There are in the first place those who, follow- 
ing the tradition of Ricardo and Say, continue to look on crises as 
fleeting and unavoidable incidents in economic progress, due to 
insufficient foresight, to the mistakes inseparable from all human 
activity, to accidents that interrupt a period of expansion, and so 
. forth. Another and more numerous group, on the other hand, follows 
I Sismondi in suspecting that the regular recurrence of crises indicate* 

I the influence of some factor peculiar either to the organization of 
/ credit, or to the methods of production in modem communities, or to 
> the distribution of incomes or expenditure. The constant recurrence 
I of booms and slumps seems to this group of writers an indication that , 
j some permanent influence, itself subject to a necessary rhythm of 
I expansion and contraction, determines the ups and downs of economic 
development, 1 and they devote all their energies to discovering it. Aj 
* Keynes, for instance, expresses himself thus at p. 313 of his Cnurat Thtvy •/ 
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million in Great llriiain, thirteen million in the United States, and six 
million in Germany. It was in very truth * the great depression.' Here 
again Robbins finds the principal cause in the abandonment of tradi- 
tional teaching. He agrees with Ricardo, who, in a passage already 
quoted, casts blame upon "the restrictions and prohibitions, to which 
the absurd jealousies which prevail between the different states of the 
commercial commonwealth give rise." And Robbins himself blames 
also the slowness with which freedom was restored to the great markets 
after the war, the excessive use of customs tariffs, and the rapid 
multiplication of trusts and cartels. 

It this, then, a sufficient explanation? There is every probability 
that, when the initial mistake had been made of putting the pound 
hack on the pre-war parity in spite of the creation of an unprece- 
dented quantity of bank money, all the measures advocated by Robbins 
—which were, indeed, the logical outcome of that policy — would also 
have failed, as would, too, the precisely opposite measures advocated 
{as we shall see presently) by Ilawtrty and Keynes. For the crisis of 
1930 was only the second stage of the inevitable readjustment of prices 
which follows every great world w-ar, and which the 1930 crisis had 
not sufficiently achieved, as paper money was still at that time the 
currency of all the belligerents except the United States. It was only 
the return or England to the gold standard in 1 925, and the subsequent 
extension of that standard, that made plain the true situation. What 
happened then was like what was observed after the abandonment of 
bimetallism, when the gold extracted from the mines was not suffi- 
cient to compensate for the demonetized silver that was thrown out 
of employment, and world prices had to adapt themselves compul- 
sorily to a quantity of gold that was too small to keep up the level to 
which universal inflation had gradually, and artificially, raised them. 
It was this ‘deflation,* too prolonged, but inevitable in view of the 
return of the pound to par, that caused this great disaster. Robbins 
would certainly not dispute this, but his otherwise penetrating analysis 
does not perhaps bring out clearly enough tltis superposition of a ‘ normal ’ 
crisis on a profound leniency to a fall of prices — a superposition which in 
itself explains the violence of the 1930 crisis, and which rendered vain 
all other remedies than the harsh and abrupt adaptation that was 
brought about by monetary devaluations. The same subject has been 
dealt with by Nogaro in an important work whose views agree in 
many respects with those of his English colleague, but he has noted 
this circumstance more clearly in the following passage, which forms 
the conclusion of his very complete analysis of all the circumstances of 
the crisis: ‘‘To sum up,” he writes. 



T*> r.ant t iff lm nttnim nr r.nm 

Vnnwrir*’ first by th * l/nit-t! States am! tf»-n by France,, 
tfi'n In Ifr* of g*vM (tht( ti In siy, the aEeg»d r*fiwal of 

th*’ »»me Ikii countries to rtfvtrwl their emhtt in proportion to thrir 
jp>M imnti), ami fin-lily to 'failure to observe the rules of the gn.nr’ 
of the jodd stand irtl fwithmit succeeding, however, in defining these 
’n»J« of tb- girtw*) RpMum rejects all the*- explanations, ard se-s 
in the monetary policy of F.r gland hrrv-if one of tfir principal causes 
of tlic 'feral de pension. * And here hh anal yah foufhei on point* of 
prime impnstanec ami intern! Cir any theory of crises. England, fee 
Mys, mad' tier first mistake in stabilizing the pound Sterling at too 
high a rate. Having mode this mistake, she *»u unable to take the 
mcaitirrs needed to determine the price-level resulting from the rate 
the hat! adopted What wrrr these measures? Above all, the restric- 
tion of rrnht The export of (fold at this point was a clear indication 
of the policy to lie followed. Rut, contrary to alt the "rule* of the 
pa me,* the Rank of England rep Lien I the gold reported by new 
credit* (p. O5) Then there wax another mistake: costa of production 
ought by nil possible means to have been reduced to the level of world 
prim, which liad fallen below English prices, but the English pre- 
ferred to maintain wages at too high a level. Thus, he concludes, the 
English disequilibrium was due to the choice of a false parity and a 
refusal to conform to the requirements of this parity (p. 97 )- 
Rut tilts specifically English disequilibrium in turn reacted on the 
economies of other countries. It led other central banks in their turn 
to break the rules of the game. The Federal Reserve Bank of New 
York lowered its discount rate in 1937. Why did it do this? To 
come to the aid of the London market by depriving English short- 
term capital of the attraction of a more remunerative investment 
abroad. But what was the result? A speculative rise on die New 
York Stock Exchange which intensified the later collapse of valu« 
by which the crisis began. When it did begin it was again London 
that prolonged it after the fall of the pound, by leaving the world 
uncertain as to the rate at which the pound, now released from gold, 
would be stabilized afresh. Hence arose, through the truly inter- 
national character of the English currency, that deplorable monetary 
insecurity in which the whole world was kept for too long a time 
(p. to6). So London, who advised everybody to observe the classical 
monetary rules, continued herself to break them. (Pp. 94 * 95 -) 

It remains now to explain why the crisis, once started, assumed such 
exceptional gravity. For it was not a ‘normal’ crisis when the price- 
index fell in three years from 93 to 63, and world trade from 68 to 26 
milliar d dollars, and when the number of unemployed rose to three 
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—conceptions to which most other writers are more or less attached, 
though with slight variations. 

I. R. O. HAWTREY 

It is hard to imagine views more completely opposite to those of 
Robbins than those expressed by Hawtrey on the origin of the 1930 
crisis and the methods by which it could have been avoided. Accord- 
ing to Robbins restriction of credit would have made it possible to 
maintain the gold standard and induce the indispensable fall in costs, 
*hile for Hawtrey the same result would have been obtained by the 
opposite process of making credit easier. The lowering of the discount 
rate in 1937 by the Federal Reserve Banks is strongly criticized by 
Robbins, whereas Hawtrey thinks it the right method to follow, 1 and 
blames the United States for interrupting it. The raising of the rate 
in 1927 he regards as a disastrous reversal of policy, and he similarly 
criticizes the raising of the discount rate in London after 1929.* When 
the depression had begun an open-market policy should have been 
energetically followed. A half-hearted move in this direction had 
been made by the Federal Reserve Banks, but it was quite inadequate. 
The depression in the United States was precipitated just in propor- 
tion as the accumulation of gold in that country increased. In direct 
contradiction of Robbins's thesis Hawtrey casts the responsibility for 
the crisis on the insatiable demands of France and the United States 
for gold; demands far in excess of the production of the mines. He 
compares the state of the money market at that time to a tragic 
episode in the defence of Calcutta, in 1758, by Governor Holwell. 

>930 and 1931,” he writes, 

producers all over the world found demand dwindling relentlessly. 
In desperate efforts to keep going (hey cut prices deeper and deeper. 
Their frantic competition for such demand as remained might be 
compared with the desperate struggles of the prisoners in the Black 
Hole of Calcutta to save themselves from suffocation by getting 
near the two small windows which were the only means of veiitila- 
Uon. It is said that it was only by inadvertence that Surajah Dowlah 
I ul yp 146 prisoners in a cell 18 feet by 15 feet. He merely fol- 
lowed precedent in committing prisoners to the guard-room. In 
their agony the victims sought to bribe the guards to carry an appeal 
tor mercy to Surajah Dowlah. But he was asleep and the guards 
oared not awake lum. He was very like a central bank. 

And the writer adds: 

When, the next morning, he sent for Holwell, who had been in 
command of the garrison and was among the twenty-three survivors, 

Th Art of Cmtrai Btokini, p. too. * Mi, pp. 9 1 J f. 
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TI>L* passage sums up perfectly the most characteristic feature of the 
crisis of 1930,* and combines the interpretations, to be dealt with 
presently, of Schumpeter and Francois Simiand. 


II: ‘ORGANIC’ INTERPRETATIONS OF CRISES 
Neither Robbins nor Nogaro has tried in connexion with the 1930 
crisis to construct a theory of crises in general, or to provide an explana- 
tion of their “everlasting recurrence.” They have undoubtedly 
rendered a signal icrvice in concentrating their attention on all the 
aspects of a great and international event that marks an epoch in 
economic history. But the mystery of economic cycles and then 
evident regularity b too attractive not to have led certain thinker* 
once again, on the occasion of the twentieth-century crises, to search 
for the general mechanism of these cycles — or, if you prefer it, the 
hidden spring which, once discovered, could, they think, be manipu- 
lated or controlled by man’s deliberate will. The most important of 
these attempts are associated with the names of Hawtrey, Aftalion, 
and SpiethofT, though many others deserve mention as well. But in 
such a matter an exhaustive account would distract the -readers 
attention too much. Each of these authors represents one important 
aspect of economic thought: Hawtrey by emphasizing the part played 
by credit, Aftalion the fluctuations of production, and Spiethoff 
(followed by Cassel) the role of saving. So wc find in them the typied 
conceptions that need to be set forth in a history of economic doctrines 

1 B. Nogiro, La enst honomiqut data U manit tt tn Fiona, p. 227 
* We ourself have often laid stress on this essential aspect of the great crisis- *° 
particular chapter i of the first volume of the Enpiiu tur U ChSmagt ("Enquiry 10,0 
Unemployment") published by the hutitut Seunt^iijut it Ftthtrdtts. (Sirey, 1938-) 
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source of the consumers* income. That is to say, the money spent 
on the purchase of goods is the source of the incomes of those who 
produce and deal in the goods. So long as an unchanging stream of 
money continues to flow through the consumers’ income to demand 
and back through demand to the consumers' income, activity will 
be maintained. 

But how can income be increased? Simply and solely by bank 
credit. 1 Credit granted by one private person to another merely du- 
plex a income, the expenditure being made by the borrower instead 
of by the lender. But when banks grant credit they create new money 
and a new Income. And, conversely, when they restrict or stop 
credit they diminish the aggregate income. Now, credit is essentially 
unstable.* An increase of credit increases consumable incomes and 
consequently expenditure as well. There follows a rise of prices lead- 
ing to an increase in profits, which impel* traders to increase produc- 
tion and demand new credits, which in their turn will raise pnees, 
and so the process continues. Credit sets in motion a cumulative rise. 
Can this movement go on indefinitely? No, replies Haw-trey, because 
the banks are limited in granting credit by the extent of their reserve, 
*hich is dependent on the central gotd reserve of the country. Other- 
"■iie there would be no limit to the rise of prices and the expansion of 
production. But, if credit ceases, a cumulative movement in the 
opposite direction will start. Incomes diminish, prices fall, bringing 
about a fresh reduction of incomes, etc., anil the depression grows 
until the banks feel themselves in a position to resume the granting of 
credit. 

fhrse rises and falls of prices, therefore, result entirely from increases 
*nd reductions or bank credit, and the economic cycle is a purely 
monetary phenomenon.* Since the banks create money, they act in 
teality like a government which issues paper money. The process of 
expansion and depression under the influence of credit is identical 
*nh the process of inflation and deflation under the influence of pajWT 
"UJney. So the conclusion follows that to deliirr a country from 
depression, or to check too severe a depression, credit must be facilitated 
* n d purchasing power increased, while in the opposite case credit 
must be restricted. The manipulation of the discount rate— rawing 
*nd lowering it— is the principal means by which the modem banking 
ryttem can prevent crises, or combat them when they hast begun. So 

AM tin by an Increase la the npUiiy rf cirruUtwn td tSf tncenr Rut 
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Surajah Dowlah manifested no interest in the fate of the prisoners 
but wanted to find out where the East India Company’s treasure 
was hidden. 1 

Hawtrey shows no tenderness for the central banks, which, with 
their eyes fixed on their gold reserves, were not interested in the 
gradual suffocation of the economic system. For in his eyes the 
fluctuations of credit — by which he means bank credit — are the sole 
cause of booms and depressions, and the central banks are the masters 
of credit. He thus joins a long line of economists going back as fir 
as the Currency School, and where his originality lies is in combining 
his views with a particularly clear conception Df income and its dreufi- 
I tion, which forms as it were the skeleton of all his books. He defines 
I income as the total of all the amounts that remunerate the various 
' services that combine in the productive process. He does not include 
in it sums that come from the sale of a good previously acquired by 
the expenditure of earlier income. When we sell a stock-exchange 
security we ‘disinvest’ capital acquired earlier with income already 
expended once. The sum received is not part of income, 1 for the 
latter consists only of sums paid for ‘new’ services rendered. lVhat 
Hawtrey calls “income’' is what we call net income, a* distinguished 
from gross income. Hawtrey calls it “consumers’ income," where the 
French would say “consumable income.” 

Now, the price-level is a function, at each instant, of the aggregate 
expenditure of income by a community, and rises or falls with ft- 
Expenditure of income includes, of course, both consumption expend - 
ture and saving expendituu, the latter being only a particular way 
spending income. This conception has been summed up by Hawtrey 
himself in his latest book* as follows. 

By the consumers’ income I mean simply the total of incomes 
expressed in monetary units. It is much more fundamental in 
monetary theory than the quantity of money. The consumers 
income is the source of general demand, composed of consumptio 
demand and of the demand for capital goods. For though it 
traders, not consumers, who buy capital goods for use in product io. 
the funds used by the traders are ultimately derived, through 
investment market, from the consumers’ income. And while t 
consumers' income is the source of demand, demand in turn U 

* Ti* Ari tj Cnbtl fioatiaf (Longmans, London, Ijtt), p. S*°- i 

•O', chapter tii of TJu An ,/ CntrJ Bnku>t. emitted " Connum-rs' loco*** * 

Outlay,” pp 85, 66. Hawtrey gives the name "eiterior receipts " lo * um ‘ * f “TJ 
Iran the »!f of securities, properties, etc., u well as sums Umw*™ . 

The whole of lius chapter a essentia] to an undemanding of t inei'ey. 

ihnoll be supplemented by the (ipUiutunt fi'ven in hi* t'im*7 * nJ f'nml 

* A 0*12*7 •/ Rils (Long mans , London. 19^), p. jh. 
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his repayment will be accomplished by a stoppage of money, and 
onsequently of incomes. It is for this very reason that a mere lower* 
sg of the discount rate has always proved powerless to encourage 
nlTtpTfnwrs to ‘start again' after a crisis. 

Apart from this argument, concerned with the treatment of crises 
n general and that of 1930 in particular, we may follow Pigou, the 
hrewd successor of Alfred Marshall, in saying in opposition to Hawtrcy 
hat in a purely monetary theory account must be taken not Only of 
he quantity of money but of its rapidity of circulation. Now, this 
raries, quite apart from the banks, by the action of the income-owners 
hcmselves. Moreover, if it is true that the supply of credit plays an 
raporta.nl part in increasing or reducing purchasing power, the banks 
tre not alone in causing these movements, for it is the merchants, the 
ndustrialists, and the State who demand credit, so that their state of 
nind exerts a powerful influence on its expansion or contraction. To 
roncentratc attention on the supply of credit is to remove from the 
problem the often decisive influence of demand .* 

Hawtrey’* views, on account of the position he holds at the Treasury, 
have on many occasions inspired British economic policy. He, like 
Keynes — though the two differed from each other on many minor 
points— was able, and will still be able, to make the financial authorities 
of his country listen to him. But his views, none the less, which make 
everything depend on increases or decreases in purchasing power, and 
which may tempt statesmen by the ease with which they can be put 
into practice, arc far from being universally accepted. 

s. AFTAUON AND SCHUMPETER 

is true enough that all the writers dealing with crises admit that 
credit plays some part in starting them. Is it not an ascertained fact 
•hat credit restrictions arc generally at the bottom of the first failures 
that announce the coming storm? Yet most economists refuse to sec 
tn the expansion or restriction of credit the true cause of the crisis, as 
Hawtrey does. They seek it in the divergent and ill-synchronized 
movements of production, saving, or consumption, and the monetary 
Aspect of the cycle is, in their eyes, only secondary. 

_ It is in the rhythm of production as determined by its technical condi- 
hons that Aftalion finds the source of cyclic crises. For Hawtrey the 
actuations of demand, reflections or fluctuations of income, determine 

Pi "Monetary Theory of Crises” in the Economic Journal, June 19*9. 

ffou u hiriuelf the author of a book on cnscs — Tndustncl Fluctuation* (London, 1927) 
f~ >a 7 OpedaUy of an important work called M'telA and which laid the 

at»nj of ho reputation aj an economist. 


7>2 CONI-LICTIHO TJirORJEJ Of CRIIES 

h it understandable now why the views of Robbins and Hawtrey on 
thr polity foltnwnl liy England and the United States in the crisis of 
1930 are in such complete disagreement. 

Haw trey’s great merit it to have described with admirable clarity 
the creation and circulation of net income. His definitions of ‘con- 
sumers' income* ami ‘consumers* outlay’ provide a valuable plan for 
understanding the circulation of production incomes to consumption 
and r in truer. it ought to figure in every manual of political economy. 
It renders the same service to the understanding of dynamic problems 
as Walras's plan does to that of the interdependence of prices in a 
static system. Jt is similar and equally useful, aj ste shall see presently, 
to that constructed by Ohlin and the Stockholm school to elucidate 
the relations between income, saving, and investment. 

On the other hand, the use that Hawtrey makes of it for the inter- 
pretation and treatment of crises {especially that of 1930) is open to 
grave objections, and we must call attention to the chief of these. 
Between inflation and deflation of paper money on the one hand and 
the expansion and contraction of credit on the other Hawtrey sees 
almost a relation of identity. We have shown elsewhere 1 how the 
identification of the two processes appeared in English doctrine at 
the beginning of the nineteenth century. From the time of Ricardo 
— and even from the time of John Law — the assimilation of convertible 
paper money orated by credit with inconvertible paper is constandy 
reappearing. It is to be found again, implied if not expressly formu- 
lated, in all Hawtrey's works, and therein lies serious confusion. It 
follows that by applying to a rise in prices due to excessive issue of 
inconvertible paper the remedies whose aim is to prevent or correct 
the consequences of a credit crisis, he makes, in our opinion, a thera- 
peutic error. 

Bank credit is a repayable instrument. It is granted normally only 
for a short term. It cannot, therefore, suffice to maintain a price-level 
which, if it is to be lasting, assumes a certain quantity of money (metal 
or paper) remaining in circulation. There is no reason to think that 
lowering the rate of discount would have succeeded in 1930 in check- 
ing a fall in prices that was the result'of the increasing volume of goods 
thrown on the market. To this Hawtrey would reply that credit 
itself creates income, for the sums lent by the banks are used as wages, 
for buying raw materials, and so forth, and the saving these income* 
give rise to is no less genuine than that produced by other means than 
bank credit. We agree, but the incomes thus created are mortgaged 
in advance by a debt to the bank which must one day be repaid, an 
* See our Hutoice its interims nlaKets cu csiiit, etc. (Paris, t93®) - 
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risis suddenly starts — beginning in the machine-making industries, 
fence there is greater distress in the industries making production 
joods than in those making consumption goods. The whole process 
s summed up by ATtalion in the following vivid simile, which we 
piotc in Tull. 

If we poke the fire because a room is not warm enough we have 
to wait until the required temperature is reached. If the cold con- 
tinues and the thermometer still records it we shall be inclined, if 
we hare not learnt by experience, to put more coal on. We should 
do this even if the quantity of coal accumulated in the grate was 
already enough, when it had all caught fire, to throw out an unbear- 
able heat. By letting ourselves be guided by tbe sensation of cold 
at the time, and by the present reading of the thermometer, we should 
fatally overheat the room. And this is the kind of mistake that the 
capitalist technique leads to. Since production requires a previous 
manufacture of fixed capital, so long as this manufacture is not 
accomplished the shortage of finished goods induces a belief in the 
possibility of preparing for new increases in production. The entre- 
preneur can only see that wants are actualty unsatisfied, as shown by 
the high prices-, he cannot know that their virtual satisfaction is 
excessive.* 

In short, at any given moment there is over-production of certain 
consumption goods. It is not that incomes are insufficient to buy them, but 
that the satisfaction they yield has diminished: the ‘final utility’ of the 
goods supplied to the public has decreased. Once the process has) 
started in one branch it extends to the rest. The crisis is not general 1 
hut generalized, but it gradually embraces the entire economic system. I 
It cannot be disputed that Aftalion has noted 3 fact of far-reaching 
importance that actually characterizes the existing technique of 
production. It is certain that crises have nowadays a tendency to 
rtak out first, and then to grow more acute, in the machine-making 
industries — industries that in our day have become of prime impor- 
• a ’J CC ' ^ is certain abo that the forecasting of demand in these 
m ustries is subject to more mistakes than in others. The very 
? un< knce of capital that they require for their extension puts them 
m a particularly difficult position when the demand for their products 
’tops, and when their productive capacity is no longer entirely 


* Mm” 31 '’ pb'cf’qw it’ naprodwiion (1911). Vol. II, p. 361. 
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Me rhythm of production.* Aftalion, on the contrary, regards the 
demand for products and services as progressing continuously, 
whereas the nfflj of goods proceeds by fits and starts, because of the 
time needed to set up the plant and machinery from which will 
emerge the new products and services offered for consumption. So 
the fall in prices comrs not from an insufficiency of purchasing power 
but from the saturation of the wants of the public, or, in the words 
of the author, speaking the language of the Austrian school, from the 
rrduelien efi (hi final utility of commodities that have become super- 
abundant. 

Aftalion has provided this thesis with a copious and new documenta- 
tion in which the principal industries and their behaviour before and 
during crises arc studied with extreme care. His work, which appeared 
on the eve of the First World War and is based on experience of the 
crises or 1900 and 1907, is an example of a close combination of 
theoretical analysis and the most minute statistical observation. Its 
conclusions may be summarized as follows. 

At the beginning of a period of expansion the industries making 
instruments of production are stimulated, because the machinery, 
tools, and raw materials that they provide arc indispensable to all 
other industries. They are therefore led to make plans for extending 
their production. But time is needed to put these plans into operation. 
The construction of new factories, the increased extraction of iron ore, 
coal, and copper need preparation and the bringing together of many 
factors. Results appear only after a period of gestation which vanes 
in different industries. Once the preparations are complete and die 
new manufacture is begun, a fairly long time is still Deeded before its 
effects make themselves felt on the commodity market. During this 
waiting period the supply of consumption goods grows but slowly- 
When, at length, the equipment so long in course of preparation a 
fully working, the sudden increase in the production of all consumable 
things soon meets with resistance on the part of buyers. Wants cither 
change their direction or are sufficiently satisfied, so that demand 
slackens or hesitates. The new abundance of manufactured goods can 
then be disposed of only on condition of being offered at a lower 
price. That is the moment when the crisis breaks out. The fall that 
begins at one point extends gradually to other parts of the economic , 
system. Faced by this hesitation on the part of the public, the makers , 
of finished products restrict their demands for machinery, and the 

1 The reader cannot fail to notice the resemblance of this conception to the v*®** 
or Sismondi. explained in an earlier chapter. This return to Sismondi on the p 
of the English school is one of the curiosities of the economic doctrine* of I9*J~35- 
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repercussions that will constitute a crisis. We shall see in sec. vi the 
importance attached by many writers, who incorporate Aftalion’s ideas 
in their own theories, to this background, as it were, on which there 
appear incidents capable of starting a general depression, like microbes 
causing an infectious disease. 

But one point still remains obscure: how arc we to account for the 
simultaneous extension of the machinery of production in a large 
number of industries at once?* Aftalion says that the development of 
one industry brings with it that of many others, and that thus the 
increase of equipment at one point of the economic field is generally 
accompanied by a corresponding increase at another point. This 
'solidarity* of industries accounts for the circumstance in question. It 
appeals on the one hand to the law of substitution — “ the prosperity 
or misfortune of one industry tends to spread to industries able to 
meet the same needs*’— and on the other hand to the growth of 
incomes, “which leads to an extension of the demand for all products.'" 

It is at this very point that Schumpeter introduces his examination 
of the problem of crises in his brilliant Theory of Economic Development, 
the first German edition of which appeared shortly before Aftalion’s 
book, and the two later ones after the First World War.* 

Schumpeter belongs to the school of Walras. He came into promin- 
ence by an earlier book, where he showed himself the convinced and 
suggestive interpreter of the fundamental ideas of the Mathematical 
schools of France, Italy, and England. In his second book he supple- 
ments the 'static* views of these schools by a purely dynamic study, 
and, quite naturally, he takes as the centre of this dynamic system 
the activity of the entrepreneur in the modem world. According to him 
the social Junction of the entrepreneur is not only to introduce something 
new into economic development, to invent, to discover, and to 
diversify products, but also to spread new methods of organization 
and manufacture, and to adopt and popularize the inventions of 
others. He does not confine himself to the efficient management of 
the existing economic system according to the traditional rules, but 
at each moment, by his initiative and bold faith in the future, he 

threatens* the habits and customs and therefore the sources of profit 
of his more conservative competitors. He is continually renewing 


»4.*f* CUrc railed attention to this difficulty in his book Us Crues gMralit el 
» * ^production ( 5 th edition, Paris, 1938). 

Wuiion Vol.il, pp. 389-390. 

. - translated with comments by Francis Perroux (DaUoz, Pans, 1935), 

«wir' C * ded by * ,tydy of J«eph Schumpeter's views by Perroux. We quote from the 
3 vierman edition of 1931. An English translation was published by the Oxford 
University Press in 1935. 
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It is not even necessary to introduce the notion of final utility in 
order to express Aftalion’s theory In a way that satisfies the mind. It 
| is enough to conceive that, for one reason or another, the demand for 
some product does not come up to the estimated supply, either because 
this estimate was excessive or because meanzvhile the desires of the 
public have changed. In this case some businesses find themselves 
| deprived of their markets, their profits disappear, their workers art 
\ unemployed, and their debts remain unpaid. If the entire economy 
is now in a period of tension, if the banks begin to find their credit 
margin too much reduced, or if a saturation of markets is already 
apparent in some industries, then bankruptcy or stoppage of work in 
the businesses in question may spread quickly and widely. Diffi- 
culties that in normal circumstances would have no repercussions on 
other businesses, or which would have been quickly compensated by ' 
their prosperous position, will, on the hypothesis we are considering, 
give a shock to neighbouring industries and may start a series of 


over-capitalization ” (lai Cnits itonomxqutt, p. 346.) But closer examination lewib 
that BouniatianT conception is more akin to those which ascribe to taring a decisive 
influence in the production of crises This '‘permanent over-capitalization" tbs* be 
regards as one of the characteristic features of modern economic development results, 
in his view, from the Cscl that the big incomes are received primarily by large-scale 
undertakings. Since profits are thus concentrated in a few hands, the habit has arisen 
of using them almost entirely for the creation of new capital, and thus the produc- 
tive forces increase fncessanlly while consumption is relatively ifationary. At * 
given moment this disequilibrium becomes visible, the business undertakings no longer 
find for their products the markets on which they bad counted, and the Crists begins. 
It is a phenomenon of 'decapitalization.' It reduces profits and the value of capital- 
The same idea could be expressed by saying that it destroys earlier saving, fhus 
“periodic economic crises are, to put it shortly, merely periods of compulsory de- 
capitalization of unusual importance, arising suddenly and inevitably alter a period 
of excessive capitalization'' (p. 387), 

Whereas Aftalion finds the solution of the problem in a technical circumstance— 
He, the time needed lor the construction of plant — Bouniatian Gnds it in an economic 
circumstance — etc , the concentration of profits in the hands of big businesses, and their 
regular employment in new industrial creations. This phenomenon of Income 
distribution and its division between investment and consumption had been noticed 
already by Sismoodi. and 11 ss precisely what tile theories to be mentioned In til* 
following paragraphs are concerned with. But these theories, such as that of Keynes, 
to be explained later, interpret the facts differently from Bouniatian : it Is the (nsufli- 
cieocy of investments, not their excew, that they emphasize. 

What Bouniatian does not explain is how consumption ran remain itationary Ml 
lace of increasing production, when tile profits invested by ntuptnnat ar« necessarily 
converted by their associates in the undertaking into new incomes which will increase 
consumption expenditure. This stage is the chief difficulty of the problem, and 
Bijuniauan dues eos solve it. We must undoubtedly make allowance here t* til* 
ddgr before the in c om e s created by saving can be convert*! Into a detnan.1 k* **** 
asm s hi e products, just as at another potnt in the crisis there is a ithf befit* “W 
in comes set free by the fail in prices ran be spent, which »» plain* the proleigstim «C 
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‘‘Savings accumulate,” says Spiethoff, “during periods of depres- 
sion” (in dtr Stockung slant sick das Kapital) (p. 70). This process has 
been compared by a Russian author, Tugan-Baranowski, to the 
accumulation of steam in a steam-engine until its pressure overcomes 
the resistance or the piston.* This accumulation of savings during 
the depression would bring about a reduction in the rate of interest, 
an indispensable condition — though not (he adds) a sufficient one — 
of the subsequent boom. If this boons is to come, there must at the 
same time be new markets or new technical discoveries that provide 
an Opportunity for the boldest of the entrepreneurs to make new profits. 
It is nowadays in the realm of such industries as mining, railways, 
electrical or siderurgical industries that these conditions arc to be 
met with. And when once they are combined the accumulated savings 
are immediately attracted to businesses in this group, spreading 
thence into other industries, on account of the incomes created by 
their operation. Then the boom continues, spreading from one in- 
dustry to another, increasing incomes and consumption, and stimu- 
lating alike the construction of fixed capital, electric-power stations, 
and means of transport — all enterprises which call for considerable 
capital outlay, although they provide directly consumable services. 

The origin of a boom is to be found, therefore, in accumulated savings, 
and it is the inadequacy of these very savings that is destined to end 
it. The crisis breaks out not because the consumption of consumers’ 
goods is reduced, but because the savings that are indispensable to 
the creation either of the machinery or of the fixed property and plant 
are not available. All such goods are different from others in that 
"their construction or purchase is not made out of income in the 
strict sense, but out of capitalized income or acquired capital” 
( Erwerbskapital , p. 75), and it is the lack of this acquired capital — or, 
as we should say, savings — that puts an end to the extension of the 
industries that make it. Their originators may see their initial fore- 
casts completely falsified by a reduction in the saving on which they 
had counted, and this gives rise to a disequilibrium that provokes the 
crisis (p. 76). As for consumption goods, there is never any lack of the 
purchasing power needed to absorb them. “A limit to their market 
>s still very far from being reached” when the crisis starts (p. 78), so 
it cannot be explained by any superabundance of these goods. The 
opposition between Spiethoff’s theory and ATlahon's could not be 
more clearly marked. 

It is obvious at once that there are two points in which the theory 
just described is open to criticism To begin with, is it true that 
1 Tuqan-BarftJiowiki. Lee cruts industnglUi tn AngUlmt (Pans, 1913), p. 273. 
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of crises. It has, therefore, brought into the foreground the whole 
problem of saving, its mechanism and its effects, and has given rise 
to a most instructive controversy. SpiethofF in Germany, Casse! in 
Sweden, Ansiaux in Belgium, and, earlier than these, the Russian 
writer Tugan-Baranowski have all adopted this conception, though 
with slight variations. But the author whose exposition has aroused 
most interest is the German SpiethofT, who made himself the protagonist 
of the notion after the crisis of 1899 which was felt more severely in 
Germany than elsewhere. Of course, neither these authors nor those 
mentioned earlier make any claim to having isolated a single circum- 
stance as the cause of crises. They too take account of fluctuations of 
credit (credit is the indispensable instrument of expansion, says 
SpiethofT), * or of the time taken to set on foot new production in- 
dustries, thus incorporating Aftalion’s* conception in their own, or, 
finally, of the influence exerted by a rise or fall in the discount rate. 
But all these circumstances they regard as secondary, or, if you prefer 
it, auxiliary, as compared with the one essential circumstance— first 
the abundance and then the scarcity of creative saving during the 
phases of depression and expansion. 

They start from the fact, (which is true of modern industrial 
countries) that price fluctuations are particularly prominent in the 
group of businesses making ‘production goods.’ During the first halt 
of the nineteenth century crises might arise from overproduction of 
consumption goods, but nowadays, when machinery and binMing. 
along with the extraction of mineral raw materials, are the principal ■ 
domain of industry, it is in this branch of production that impulses j 
begin- “A boom generally starts,” says SpiethofT, “in the group ® | 

firms making production goods. ... In a capitalist age it is difficu t 
to imagine it starting in the group that makes consumption goods an j 
reaching its highest point in these industries” (p. 71). Th^ 13 a!s0 [ 
Cassel’s opinion: only crises in the past, he says, could arise fro in 
overproduction of consumable products. So on this point these 
writers are already diverging from the theses of Aftalion and Schumpetet- , 

Now, if the firms making production goods are to extend . 
develop, they need savings. We use that word, although Spied® • 
like most German authors, prefers the word ‘capital’ — -which we, . 
Walras, reserve for the actual goods procured by saving. The dhui® 
tion between saving and capital, peculiar to the French and 1 “ 

terminology, is indispensable, if we are to get this set of ideas quite • ' 

* SpiethofT, article on Crises in the Ha/uMrUrtuch <Ur Staalmismsctofl** C 
tionary of Political Science"), p. 74 

* M , p. 77 
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excessive numlxr of hrw Inning* firm* anil the anxiety earned by 
growing that male the isver* more reluctant. The made 

qtwy of uving* would In thii caw: l<c only effarntl; it would lie at 
tn<f+nrtvn, whereat ilie real fact would !*■ the excessive appeatr Ibi 
uvingi, and their lutpriw at meeting with no mjion»c 1 Tliir im- 
pression (f injuflK-iaicy «ri*c* fiom the mccessbe crr.stinn* and 
niemuinj of firm* of carry' kind— genuine and otlirrw ire— dial 
tharactfrirc the period of excitement which i» the hut phase of the 
boom. Tire Iniufliciency U relative, if you like, but it ii none the lets 
fell, aw! especially In the trine that it i» often not the incut extravagant 
pcojccu that ate dropped. Consequently the financing of genuine 
budnen le-coror* difficult, and sometime* even impossible. 

C&nel hat alwj felt the nerd to explain llie initial abundance and 
then the relative icatciiy of laving* at the liegmning and end of a 
period of expansion. I!ut he doe* not resort to the idea of an ‘accumu- 
lation* of capital during the depression, the working of which it li 
ahnott imponihlr to conceive. 1 lie confine* himself to t! lowing* that 
die creation of using* u not equal at the beginning of a boom and at 
the end. Thii Ii what he writer in hi* book,* the hut part of which is 
concerned with crim: 

At tr.:rtfmrvti are compelled to tave by economic necessity, the 
laving* made out of the profit* of business should represent a larger 
proportion than 111 me made out of other income*. Consequently 
the formation of saving* by society should be itlafutlj greater in 
period* favourable to the mlrtficnrur'i profit*. That period is 
precisely the initial period of a boom. \\ e can therefore conclude 
that there are rrlohrrlj mote saving* at the beginning of thi* boom. 
But a* »oon a* wages and price* begin to n*e there firotabtjs occurs a 
rdafitv reduction in the formation of saving* in proportion to the 
sum total of all incomes. For the working-classes certainly consume 
by far the greatest part of their income*, especially when the prices 
of all provision* are rising. At the same time the tnlrrf’rnuur's 
income begins to fall by reason of that very rise in wages, or at all 
events il* rale of increase becomes lower. Thus an important source 
of saving* loses its force, and the peak of the boom period will be 
marked by a rrhtfirt scarcity in the supply of savings.* 

* Vl’fijUmo 4u cr/JlIetU Jr/mJai iimai (Paris, 1934), p. sign. 
^^Afiahoo, Bouniauan, Lexure, Haberlrr, and Ansiaux are unanimous on ibis 

*Cs»ifJ, TWifiaAi iitulXMMu, 1916, p. 531. 

* Translated into English as Tit Thnry if Sochi Ecet uwny (Fisher tjnwin, 19*3). 

Similar ronsiderationr, couched in almost the same t error, will be found a few 

Pages later, pp. 5 (The italics are ours.) 

On the other hand, Ansiaux, like Keynes, looks at things rather differently, and his 
View, It may be Said at once, seems infinitely nearer the truth. According to him it 
is in tlie boom period that savings are most plentiful: “No one can dispute," he says 


731 CONFLICTING THEORIES Or CRISES 

during a depression savings accumulate without being used? Profits, 
and therefore savings, undoubtedly diminish during this period, but 
none the less these savings do find employment, as Aftalion has rightly 
emphasized. Among other things, they are used for buying up 
businesses that have run into debt during the preceding period, and 
have been liquidated. They are used also to repay loans tom the 
banks. Consequently the new savings are for a certain time entirely 
absorbed in replacing eld savings that hare been destroyed, and they do not 
become available for new businesses until they have facilitated this 
indispensable liquidation, which is generally accompanied by a fall 
in the rate of i nterest as well as in the price of services and raw materials. 
During this period, then, there b a combination of conditions all 
tending to reduce costs and adjust them to the diminished incomes, 
and thus making recovery easier as soon as new opportunities of 
expansion present themselves to the businesses, which, moreover, trill 
need nominally less savings than in the period of maximum expansion. 

The conception of a scarcity of savings in the boom period is no 
less open to criticism. In such a period incomes increase, and so there 
is a similar increase in the amount of savings. Again, savings — 
notwithstanding the term ‘capitalized income' that SpielhofT applies 
to them 1 — are simply a part of income, in the same way as money 
used in the purchase of consumption goods. So we have to explain 
why these savings in a boom period arc suddenly unable to absorb 
the increased amount of products of the firms that make machinery. 
Who buys this machinery if it is not the firms that male consumption 
goods? Why should these firms find themselves powerless to buy it, 
if the demand for goods for direct consumption goes on without diffi- 
culty, or even increases, as SpiethofT says it does? It must then be 
supposed that the consumption industries foresee, for some reason or 
other, that there is no longer any chance of increasing their existing 
plant because the demand for their products is going to diminish. Or 
are we to assume that the prices of consumption goods rise so fast 
during the boom period that they absorb an increasing proportion of 
income and do not leave enough to be saved? But this would imply 
that these goods arc in great demand, which should cause those who 
make them to employ their profits in ordering new machinery — >■(■* 
to provide the savings which, as we arc righdy told, are lacking. To 
these questions SpiethofT gives no answer. 

Cassel and Ansiaux are more explicit. Ansiaux thinks it is the 

1 SpiethofT says that savings are 'capitalized income,* but the phrase i* difficult 
to understand. Savings are income jpent like the rat of income, but used to buyer 
make a special kind of goods, called capital goods. 
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lit: KNUT WICKSELL AND THE THEORY OF 
DIVERGENCES BETWEEN SAVING AND INVESTMENT 

Great Influence was exercised in ihe first place by Knut Wicludl 
wer the brilliant group of Swedish economists which includes the 
lames of Ohlin, Lindhal, and Myrdal, who are responsible for some 
sf the most interesting theoretical investigations of 1920-40. His 
ideas have also met with great, though tardy, recognition among 
ihe economists of other lands. There is a striking resemblance between 
ihe problems he brought forward and those connected with the 
name of Keynes. But Wicksell’s position as leader of a school of 
economists is somewhat peculiar. The Swedish economists who claim 
fellowship with him all begin by proclaiming their disagreement with 
his fundamental theses. In particular, his doctrine concerning the 
influence exerted on price movements by the discrepancy which 
appears at certain times between the bank rate of interest and what 
Wicksell calls the “natural rate” of interest is rejected by them all, 
by Ohlin as well as by Myrdal and Lindhal 1 He himself, however, 
has made only a very tentative application of this idea. He formulated 
it in the first place to explain long-term price movements. But when 
it came to actually interpreting either the prolonged rise between 
t%5 and igto or the great fall that began in 1930, he reverted to the 
abundant gold production in the Transvaal for the first, 1 and to the 
intensity of the production of goods after the war for the second * 
In other words, he eventually adopted the traditional view on this 
point. Ohlin felt justified in saying that Wicksell always looked upon 
his own contribution as a doubtful hypothesis, and was never as 
convinced as his pupils of its validity.* 

So too Wicltsell gave up applying his conception to the interpreta- 
tion of crises, and on this point expressly adopted Spiethoff’s theory,* 

Wicksell has himself given different definilioni of thii "natural rate " la his 
n Political Economy (Vol. II, p. 193) it u "ihe rate of interest at which the 
° rrn ond for loan capita/ and the supply of sailings exactly agree, and which more of leas 
jontspondi to the expected yield on the newly created capital.” In his Gildgins und 
Gitcrpreut (chapter vui) he defines it as “the rate which would be determined by 
•“Pply and demand if money was not in use and if all loans were made in res! 
capita].” 

’ See the Preface to his VorUsungcn of 1906. 

See his study of the fall in prices after the war, in the volume of monetary studies 
published in 1933 by Hayek under the ode Bnbagt cur Gtldthtorit. 

See Ohhn’s Preface to the English edition of WicloeH'i Interest and Pnces (Mac- 
“iliaa, London, 1936), p. vai. 

* Lectures, English edition, VoL II, p. 209: "My view closely agrees with that of 
Professor Spiethoff,” 
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The author agrees with SpiethofT in thinking that in 
a period of high prosperity of the modem type there is no over- 
production and no over-estimation of the demand of the consumer 
. . . but there is over-estimation of the supply of savings, that is to say 
of the amount of savings prepared to absorb the concrete capital 
that is made. What is over-estimated is the capacity of capitalists 
to put savings in sufficient quantity at the disposal of producers 
(P- 555)- 

The caution used by Cassel in these passages is noteworthy. The 
process he describes is in his view "probable,” not certain. It is a 
plausible hypothesis, not a fact founded on experiment. The increases 
and decreases in savings are relative, whereas it is absolute figures that 
matter here. We shall see shortly that Keynes’s description of the 
formation of savings during a crisis is exactly opposite to Cassel’s. 

These contradictions and uncertainties among writers who find 
the origin of crises in the rhythm of saving show the need for a pre- 
liminary theory of the mechanism of saving itself. What is the effect 
of its formation on the demand and supply of goods? Is it the same 
for consumption goods as for production goods? At what moment are 
savings most plentiful, either relatively or absolutely? Is it at the 
beginning or the end of a crisis? And what influence can it have on 
the phenomenon of unemployment? All these questions have arisen 
in connexion with the theory of crises, and have occupied an important 
place in the work of economists in the period after the First World War. 
It has become dear that the word ‘ saving’ is one of those that every one 
thinks he understands, while it really includes very different meaningJ- 
Hence the need to dear up these meanings, and the controversies that 
have arisen on this subject. We must now give an account of these con- 
troversies, But first it will be as well to examine the views of the 
Swedish economist Knut Wicksell, whose name is constantly mentioned 
by economists of the first two decades of the twentieth century. By fil- 
ing his attention on the dynamic phenomena of the economic system 
instead of on the static phenomena which had been the chief concern of 
the * theorists of equilibrium, he was led to think out methods of working 
which in his view made it possible to explain crises as well as general 
price movements. The influence of his ideas is to be seen in almost all 
the discussions aroused between the two World Wars by the violent 
fluctuations to which the world economy has been subjected, and, ut 
particular, the discussions by economists concerning saving and invest- 
ment, They deserve special examination. . 

"that the possibility of laving a much greater during a boom than during* deprewOT- 
... A considerable amount of laving in the upward-moving phase ii contrasted wl 
reduced laving in the period of lUgnation.” (L'lnflalim in tr/Jit, pp. 31$. $*♦ * 
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to examine all existing explanations of the way in which a rise or fall 
of prices is brought about. 1 

It may be said at once that the explanation of this apparent paradox 
is really simple enough. The fall in prices means of necessity a 
diminished need for specie, so that it accumulates in the banks. At 
the same time the demand for credit is nominally less than before for 
transactions of the same amount, because goods and services fetch 
lower prices. IVicksell, however, does not mention this explanation. 
What happens, according to him, is that the discount rate, though it 
stems very low, is higher than what he calls the “natural rate” of 
interest, which he defines sometimes as corresponding to the yield in 
kind of real capital and sometimes as the rate that equalizes the supply 
of savings and the demand for them. Hence arise losses for the tntre- 
Pmeurs and a fall in the price of products.* This explanation is itself 
merely the application to this particular problem of a general solution 
to which he was led by his reflections on the wider problem of the 
origin of general rises and falls in prices. As we shall shortly meet with 
the problem again in another form, it will be enough to say that he 
draws a distinction here between two cases: one where the movement 
is due to variable relations between the production of gold and that 
of goods (for Wicksell has always upheld the quantity theory on this 
point), and the other, which is “extremely important in practice” 

( Ltclure} , II, p. 208), where this movement "is not due to a change in 
the supply of gold or to an increased demand for goods from the gold 
countries.” It is this second case that perplexes him and leads him 
to think that the price movement arises from a divergence between 
the discount rate and the ‘natural’ rate of interest. Unfortunately 
he does not tell us what these movements are that are “extremely 
important in practice" and that are due neither to increased produc- 
tion of gold nor to that of goods. All that we know is that he was not 
dunking of crises. It is impossible, too, to verify his hypothesis, since 
the ‘natural 1 rate is a mere figment of the brain and is not actually 
in existence on any market. 

Tt is useless to dwell any longer on an explanation that is rejected 
even by Wicksell’s followers. We mention it here — and will dwell 
on it no longer — only to C3ll attention to its strangeness, and to show 
fl>c direction in which Wicksell’s curiosity led him when it was aroused 

_ 1 This u the purpose of his Eni book, Otldzvu mi Guttrprtis* (1898), of which the 
Enginl, tr nulati on (Macmillan), Intmit and Prictt, with a Preface by Ohhn, appeared 

in 1935. 

whole problem is again dealt with in his Ctvru. Cf. pp. 505-208 of VoL II 
** English tnmUuon, Ixlurn m A/W Ettntmf (1935), and alio hi* article in 
“* ««u mic Journal for 1907, p. *13. 
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and to some extent Aftalion’s, though he never mentions the latter and 
seems not to have known him. 1 

It is impossible^ when reading Wicksell, not to be struck by these 
contradictions and hesitations on the part of an intellect that yet gives 
proof of rare dialectical and logical vigour. Ilis influence springs 
rather from the way in which he has put certain difficult problems 
and his criticisms of solutions already suggested, than from the origi- 
nality of his own solutions. The principal question that has aroused his 
curiosity is how long-term price movements, whether upward or 
downward, are started and continue. Adopting in principle Walras's 
doctrine of price equilibrium, and favouring also the ideas of JWhm* 
Bawerk on the rate of interest, he finds great difficulty in accounting, 
by these theories alone, for certain price fluctuations which during the 
last fifty years have characterized and dominated economic develop- 
ment. He sees here some contradictions that had not previously been 
noted. 

His first book, called Gildzint und GCterpreist (Inter it I and Fruit), 
appeared in 1898, and is directly connected with the impassioned 
discussions that arose out of the prolonged fall in prices that marked 
the years from 1O73 to 1895 and provoked so many complaint!, 
especially from the agriculturists. Many economists who were hostile 
to the quantity theory, especially in Germany and France, refused »t 
that time to attribute this fall to the stagnation or reduction oftheannu.il 
production of gold. One of the arguments employed against the 
probability of a monetary influence was drawn from the deep fall *" 
the discount rate observed at that lime, and the simultaneous accumu- 
lation of gold in the issuing banks. How, asked the opponents of the 
quantity theory, could we speak in such circumstances of a scarcity 
of gold? Now, Wicksell declared himself an adherent of the quantity 
theory— the only theory, he said, which had so £»r accounted tor the 
undoubted influence of money on prices. So he started to search fi* 
an Interpretation by which to explain the paradox of a fall in price* 
accompanied by a very low discount rate when that rate seemed, on 
the contrary, a sign of monetary abundance that should male prices 
rise. That ts the first problem that engaged his attention and led him 
*TL* tj!o»on from ih* LttA.ni, F-egtuh »«JiUon, Vol. If, p «M, *® 

k* a^oif-cani ” IU print, pal Ami uuh et cyclical ftuccuaii.r'* • knv 

r»<hrr t« mj<S.i m Out tut thu in ics very nature technical or tttnmttt Ul * l, *'“* 
Inal ueuji tLc uiu even proyrrat u dura, in ou» Uayt, Ih* hurt— In »<* 
OfTOiSy it. 4 to tL* organic ptumnmmnn U uttttata tA popular**) — fall l» ¥’•»*' 

tone* (mvuic, mmum, delayed. . Tien turun tU I*.*™* A Wf* 
“m b,ai toto S*oJ capital «fcxh » tn «n*vic*LU pralmunary in r-rr/ t-''" 

**i KkSrej • yr-A-ilAt tka only f.By rUnrvnoic »l<n, at At Any lata ana '*•* 

• r r . t. A tnuxi.aLif t « ilimt* TLu M ft a. Arif Maluat't lL(au. 
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purchasing power, Hence arises a diminution in. the aggregate incomes 
of the working-class and the entrepreneurs. This diminution of incomes 
(and, therefore, of the aggregate demand for products), and the new 
fall in prices that will accompany it, will extend the circle of firms that 
were hit first, and the movement is thus enabled in a cumulative 
manner to affect more and more sections of the economic system. In 
short, there is a velocity of circulation of incomes, whose slackening 
diminishes the total amount of income spent in a given time. This 
reduction brings in its train falls in price that arc added to the original 
fall, so as to strengthen it and prolong it until production and total 
demand have found a new equilibrium at a lower level of prices in 
general. 

The solution of the problem that worried Wicksell is, therefore, 
simple enough, so long as we are not led astray into a purely logical 
discussion of its terms but consider in detail, by a microscopical 
examination, as it were, the reactions caused by the original fall in 
prices, taking due note of the times within which these different reac- 
tions occur. This has been very clearly shown by Ohlin and Haberler, 
the former in two noteworthy articles in the Economic Journal, and the 
tatter in a note in his account of the theories of crises. 1 But Wicksell 
does not take this line: he thinks he has found another solution, which 
he was the first to suggest and in which Keynes in his turn found, at 
one time at least, a way of safety.* Starting from Walras’s conception 
of saving, Wicksell declares that normally the amount of incomes 
exceeds that of consumption The difference between the total 
incomes received and the total consumed spent on consump- 
tion goods) constitutes savings, which are invested in business enter- 
prises or in goods intended to increase future production. These 
two streams, one of consumption expenditure and the other of savings 
expenditure, absorb together the sum total of incomes and form two 
continuous and parallel streams Bowing side by side. So long as the 
amount of investment by the entrepreneurs coincides with the amount 
of saving by the savers,* there is no reason, says Wicksell, for any 

1 See Ohlin, Some Notts on thi Stockholm Theory of Sot mgs end Incestment, in the Economic 
Journal, 1937, especially pp. 227 JJ., and Haberler, Prosperity end Depression (Geneva, 
■93?)> P SJ3 n The same problem has been examined by BormiattXfl in the bool 
already mentioned (pp. 243 f.). He propounds an interesting solution, but a less 
accurate one, in our opinion, than that given in the text {Cf Bouniatian, Us Crises 
economists, and French edition, 1930). 

The whole of Wklsell's exposition, suiting at p. 191 of his Lecture t (VoL II), 
should be carefully studied, but bis concise style often males it obscure, Lie alt his 
preceding discussion of the views of Toole and Ricardo. 

increase in the production of gold. 


raise prices— such 1 
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remain faithful to the theory of the mutual dependence of prices, 
this distinction between saving and investment has played a con- 
siderable part in the economic controversies of recent yean, particu- 
larly in the ideas of Keynes, and it was expedient to show how it 
originated. 

Such, then, are the salient points in the views of a writer whose 
function was mainly to point out the difficulties in current theories 
and to seek for solutions, though he himself attributed to his solutions 
no other value than as suggestions constantly subject to revision 
Until the end of his life he never ceased to be obsessed by this prob- 
lem of the great price movements, and by the desire to find methods 
by which price-levels could be stabilized. It b enough for us to have 
thown here the importance that he attached to the phenomenon of 
saving, to which, as we know, so many writers attribute a predominant 
Influence in the development of crises, though they are far from 
agreeing about its mode of operation. To thb mode of operation we 
must now return. 


IV: THE THEORETICAL MECHANISM OF SAVING 
For a long time saving was regarded as such a simple economic 
action that it was hardly thought necessary to make a theory of it. 
Adam Smith and Turgot expatiated mainly on the economic benefits 
that it yields, and paid little attention to the way it works. Through- 
out the nineteenth century authors of the most opposite views rivalled 
Adam Smith in singing its praises. Karl Marx considered it the 
essential function of the capitalist, and Keynes, who was later to 
criticize it so acutely, explained eloquently in his famous book on 
Reparations how the savings of the older countries before the First 
World War served to fertilize the industry of the whole world — one of 
the most striking pictures that his pen has drawn. Some discordant 
voices were heard, however — the most celebrated being that of Lord 
Lauderdale at the end of the eighteenth century. In a book that 
was widely read — it was even translated into French — and in which 
he often finds fault with Adam Smith’s views, he protests against the 
too rapid liquidation of the English debt. Dupont de Nemours, in a 
very elaborate note on Turgot’s Rtfltxions* vigorously condemns all 

. 1 "This Dote is to be found tt pan 7? of T urgot'l Rtfltmru lur btformahan tt la JislrUu- 
ton da R«ha;a (see his (Emm, pubtuhed by Gustave Schelle, Vol II, p. 58a), and 
we regard it a* of capital importance in the history of doctrines about saving. Dupont 
would Isle to see the term ‘saving 1 replaced by •productive expenditure.’ He declares 
U>at we must “get nd of the simple idea of saving among the elements that go to 
lorm capital, 1 ' as the word ‘saving* ordinarily means merely ‘putting on one side 1 
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change in prices in general. On the other hand, if the sums invested 
by the entrepreneurs exceed the amount of savings (which will happen, 
for instance, if bank credit is more freely extended by the banks to 
entrepreneurs, especially if it is granted at a very low rate of discount), 
then we shall find the incomes of the entrepreneurs, and therefore those 
of their collaborators— especially the workers — increasing, and along 
with their incomes their consumption expenditure. We shall then see 
a general rise in the prices of consumable commodities, which must 
be attributed in the last analysis to the inequality between saving and 
investment which is the prelude to a general rise in the price-level. 
To avert this rise, therefore, it is sufficient to maintain equality between 
saving and investment. The method to be adopted if this is to be 
successful is to keep the discount rate high enough to prevent exces- 
sive investment by the entrepreneurs. Conversely, if the investments of 
the entrepreneurs are less than the savings that are created, then a fall 
in prices will take place, and this should be met by a fall in the rate of 
discount. 1 

This conception is obviously disconcerting to minds accustomed to 
the theory of the equilibrium and mutual dependence of prices, which 
implies, in fact, that a rise in prices may begin- on the market for 
consumption goods as well as on the market for investment goods. 
Ohlin discerningly called attention to this in his introduction to the 
English translation of Wicksell's first book. He even admits that as 
a result of war-time experience Wicksell did not retain complete iaith 
in the conception just summarized. “During his last yean,” he says, 

Wicksell came more and more to doubt the solidity of what ha 
been regarded as the corner-stone of his monetary theory — the id*® 
that if the money rate coincided with a normal rate of interes , 
which brought about equality between savings and investment, tne 
commodity price-level would remain constant. 

He draws the conclusion, then, from some of Wicksell’s sentences, 
that he did admit at the end of his life, though without actually 
saying so, that even in a case of equilibrium between saving and in'** 1 * 
ment, as generally understood, there might occur a rise or fall 0 
prices. And so he concludes that one of the fundamental elements o 
Wicksell’s original theory would have to be abandoned.*. 

But whatever Wicksell may have thought of his own theory, 
however unacceptable it may be to his followers and those W" 0 

* The most easily accessible account orwickscll'l theory on this point 1* to b® 

in his article in the Economic Journal for 1907, pp. under the tide The /yw** 

of At Rate of Internt on Prut,. 

* Introduction to Inltrtil and Pricu, p. soti. 
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production goods (tools, machinery, etc.) will be increased by the 
same amount. The price-level of the former will tend to fall and that 
of the latter to rise. There follows a call for labour (which has become 
useless for the now reduced production of consumption goods) on the 
part of businesses making production goods. Saving, by diminishing 
consumption, will thus have served to set free labour forces that will 
henceforth serve to increase future production at the expense of the 
production of immediately consumable goods. 

Nothing could be clearer than this. And it has, besides, the advan- 
tage of showing plainly that we are concerned here with community 
saving alone, and not with individual saving. Indeed, if we take the 
individual point of view only, wc see at once that the savings of some 
may be consumed by others. The thnfty man who buys a farm, a 
factory, or some stocks or shares does not know whether the seller 
h not going to consume afonce the money he receives. So these 
transactions do not necessarily increase the capital of the community. 
The best-known example is that of a State which consumes the savings 
of the public in war expenditure. There is no saving for the community 
.unless, when account is taken of the consumption by some people of 
’ the savings of others, there remains an actual balance which is invested 
in new undertakings or in improvements of old ones. It is this actual 
balance, thus invested, to which the term 'savings’ is applied in political 


economy, and to which B6hm-Bawerk’s considerations apply — 
considerations which are very pertinent but far from exhausting the 
complexities of the subject. 

In the mechanism here described everything turns, in fact, on the 
I'potJicsis of non-consumption, or, if preferred, reduction of consurap- 
“®n, by the saver. Now, this reduction is in very many cases useless. 
>e have only to imagine a saver receiving an addition to his income 
®nd deciding not to Consume it but to procure with it jorae machines 
at arc indispensable to increase his future production. He has then 
no nf cd to reduce his normal consumption As a matter of fact, in the 
economic world of to-day, savings are mainly drawn from addition} to 
m Come. It jj the increased profits of an industry or an individual that 
4r? set aside and invested, without any diminution in the personal 
consumption of the saver or of society as a whole From this follows 
e important consequence that the fall in the prices of consumption 
commodities, which was just now considered as bound up with the 
P enomenon of saving, isinnouay necessary, since the demand for these 
commodities has not changed. It mar even hare increased, if only a fart 
9 J the additional income is saved, the rest being spent in the purchase of 
consumable products. And that is what most frequently happens. 
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There is no need e\en to adopt the hypothesis of unemployment. 
The mere growth of population throws on the market every year a 
new generation of workers, whose numbers depend on the birth-rate. 
These new teams of workers, hitherto without any income of their own, 
absorb the new savings, and while creating new capital prevent the 
demand for consumable goods from being restricted. Let us imagine 
a still more familiar hypothesis, large-scale immigration, such as used 
to take place into the United States, or a large import of foreign 
labour, as in France. It is obvious that in a great many circumstances 
new saving does not result in any diminution of the aggregate demand 
for consumption products, but merely changes the nature of the 
things demanded. 

Such are the immediate effects of an increase in saving at the moment 
uhm it takes place — that is to say at the time of that change in demand 
which is its first manifestation, and which must not be confused with 
a reduction in demand. But this is only the first phase, as has been so 
well stressed by Bresdani-Turroni. When saving has attained its 
object— i e., when savings have been transformed into more powerful 
or more numerous machines which serve to multiply consumption 
commodities — then these commodities are in more plentiful supply 
on the market than before. In this new phase a fall in prices is inevi- 
table unless other circumstances counteract it, such as a greater 
abundance of gold or paper money. The deep and lasting effect of 
an increase in annual saving, or simply of its maintenance at the 
normal level it has reached at a given moment, is a fall in the prices 
of consumable commodities and services “as a natural consequence 
of their greater abundance." 1 That is the most certain result of an 
increase in general productivity due to saving. Whereas in the first 
phase, the creation of new savings, it is the alteration in demand that 
interests the economist, in the second, when saving has attained its 
end (the increase of production), it is the supply. This has been well 
brought out by Bresciani-Turroni in a noteworthy article in Economica, 
•n which he sums up with admirable conciseness the fundamental 
notions that make up the modem theory of saving. Now, recent dis- 
eussions on the influence of saving on crises are concerned essentially 
with the phenomena of the first phase — those that result from the 
new direction given to demand*- and neglect those of the second phase 
wuch result from the increase in supply. 

f !l VVC - both phases into account, we see how hard it is then to 
°' v m aclual ttmts the effects of a relative increase or decrease in 

1 93^p*6g >C ' atU ""^ UITOn '’ e f S amn t< ® Eauwmiea, February and Mav 
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still prevailing not many. years ago among economists would have w 
believe. 1 

And Divisia, for his part, asserts that “it is clear that if the growth of 
saving has not itself, strictly speaking, an actually contradictory 
character, nevertheless the analysis of its manner of working is full of 
pitfalls.”* In particular, adds Dresciani-Turroni, if you wish to use 
a theory of saving to explain crises, a careful distinction must be 
made according to whether or not the increase in saving takes place 
at a time of ‘full employment.’ If there is unemployment, an extension 
of production may continue for a considerable time without leading 
to any reduction in the making of consumable commodities, for the 
savings provide incomes for workers hitherto without wages, and these 
incomes they hasten to consume. If, on the other hand, the increase 
in savings comes at a time when there is no unemployment — which is 
the case when a boom is at its height— the result will be to withdraw 
workers from the manufacture of consumable commodities and attract 
them into that of production goods. This gives me to a reduction in 
the quantity of consumption commodities, followed by a rise in their 
prices and a nominal rise in wages, with a consequent reduction in 
profits in all Industries with a tendency for production to slacken. 

There we have the germ of an interesting explanation of crises. 
The creation of savings at the end of a boom would account in particu- 
lar for what was observed in Germany in 1924 by Bresciani-Turroni, 
a great authority on German economy,* that at the moment when the 
1924 crisis broke out it was consumable goods that were in short 
supply and whose price rose. This is in direct contradiction of the 
opinion of those economists who think that crises originate in a fall 
in the prices' of consumption products, but it contradicts also the idea 
that they originate in a scarcity of capital. Their origin would lie 
rather in a shortage and dearness oflabour. 

Bresciani-Turroni, however, does not believe that these transfers of 
savings (whose effects correct themselves) are sufficient to start a 
crisis. His view is that crises would not occur without excessive credit. 
Industrialists very often start new business in production goods with 
the kelp of credit, which they count on being able to pay back with 
future savings. But if they are mistaken about the influx of future 
savings (and nothing Is easier), the temporary Expansion of production 
bom of credit will be faced at a certain 
tarings. If this im ' " 
thus has its 
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. g. It is 




CONFLICTING THEORIES OF CRISES 


736 

saving. For all the effects of the first phase are constantly being joined 
by those of the second, which either counterbalance or reinforce them. 
In our industrial communities there is a continual creation of savings. 
Normally part of the net income is saved and only the rest is consumed: 
it is precisely this that characterizes an economically progressive 
community, according to the plan set forth long ago by Walras. Can 
we believe that the fluctuations of savings around this normal point 
are sufficient to start a crisis? Entrepreneurs who extend their produc- 
tion (#.£., the makers of machines) reckon that normally the weavers 
or spinners who use the machines will also extend their production of 
cotton or doth by saving part of their profits with which to buy more 
machines. They may be wrong, just as the weavers or the dress- 
makers may be wrong in counting on the consumers of cloth and 
dresses to increase their purchases. Have the mistakes of the machine- 
makers more to do with starting crises than those of the makers of 
cloth or dresses? There seems no reason why it should be so. All 
we can say is that the more far removed the manufactured products • 
or the extracted raw materials are, in the chain of their successive 
transformations, from the finished product, the more is it possible for 
mistakes in forecasting, if there are any, to continue before the entre- 
preneurs are enlightened by the eventual sale or non-sale of that finished 
product. 

So a shifting of expenditure from investment to consumption, or 
rice versa, will by itself produce hardly any lasting effects. If, for » 
given aggregate income, the demand for consumable products U 
increased 1 their prices' will rise, and there will be increased profits for 
the industrialists who make them, and they will find it advantageous 
to invest these profits in new manufactures. In other words, savings 
and investment will increase from the very fact of the increased demand 
for consumable products. And conversely, if it is the savings that have 
increased, and investments along with savings, then the new invest- 
ments will result in an additional supply of consumable goods, their 
prices will fall, and this will stimulate purchases by consumers «nd 
again reduce that part of income that is invested. Thus an automatic 
correction comes into play, in whichever direction the mistake 
made. 

We can but agree with the conclusion reached by Brescia ni-Turt»n** 
as follows: 

The deeper we attempt to look into the saving process, the more 
this Utter reveab to us unexpected intricacies and manifold form*. 
This process is by no means so simple and smooth as the concept*®** 

* Compand Wiib il »u In tie prwedui* period. 
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l**n |irr»dird unceaiinRly by economists, moralists, and statesmen 
ever since tbe dsyt of Adam Smitli, the thrifty Scot who was the first 
to undertake it* defence.* ^ 

Such, in himd outline, U Key no* thesis, already elaborated mure 
than a century rather Iry Dupont dc Nemour* in hi* note on Saving 
appended to Turgot's IVfsnicns, paragraph Here i* the essential 
passage, whose interest needs no emphasis, despite its ungainly ityle. 


In countries sphere income* are paid in money, if those incomes 
which represent the disposable portion of the honest, are not spent 
by their owners, there will lie a corresponding portion of the harvest 
which is not sold, though the cultivator wall have paid its pnee to 
the owners, without having withdrawn it from his sales by which 
alore lie had planned to lie able to pay this owner every year the 
sum agreed upon. This unsold portion of the harvest, which the 
farmer wnuld nevertheless like to dispose of, will of necessity fall 
very low in price. Iliis low price will also of necessity affect other 
prices, which naturally find their level, as Turgot has very clearly 
shown (in paragraphs 30, 31, and 3a of his book). But the fall m 
prim wall necessitate in the same way a diminution of production, 
as we have just *een in ipeaking of production which only repays its 
ctat, and also a diminution of incomes, which are always propor- 
tional to the quantity of products to be sotd, combined with the 
Trice at which they arc sold, and compared with the costs of produc- 
tion. But the reduction of income will still be a loss to the thnlty 
owners, uhe trill find it hard to under Hand uhat Ouy halt done to rum 
therm elm fa raring end util ter nothing for it but to increase Weir rovings, 
uhuh u ill hasten their ruin until they track the point uhert absolute destitution 
main serving impossible end eonpels them to throw themselves, too late, into 
the tanks of the trotleri. 


Tliis is the very thesis adopted by Keynes, who certainly had not 
read Dupont. He intended it to explain both the unemployment 
bom which Great Britain had just suffered, and the continued fall of 
prices after 1930. It accounted for the most recent ‘great depression 
as well as for long-term falls in general; it provided a comprehensible 
*nd simple substitute for the much-criticized quantity theory of 
money, by putting the theory of prices back in the lower rank of 
’subsidiary* theories (p. 32); and, finally, it set economic science free 
bom that ‘fatalism* which in all ages has made it appear as “the 
dismal science," and substituted for it a concepuon that opened up 
vast prospects for successful State intervention. 

A scientific revolution of this kind could be attempted only by a 
writer gifted not only with great expository powers but also with a 

1 Hit analogy with SumorxVt doctrine of insufficiency of demand i* Uniting, and 
V"e refer the reader to it. 
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o?mmrt thxt lb? mechanism of raving becomes difficult to grasp 

when we try to follow It In detail. 1 

IV nv«t certain conclusion of the general theory of saving a that 
V the inerea«e of productive forces it tend* to increase the quantity 
of products »nd services and consequently— m the absence of any 
exterior causes operating In the opposite direction — to lower their 
prices. The ttal income of the community b increased, and the mass 
of products ami services to let shared between its members grows 
unceasingly, Inst the price-level tails. On the whole its effects are 
Isenrficial and bring increased well-being to everyone. 


V KEYNES'S THEORY OF SAVING, UNEMPLOYMENT, 
AND CRISES 

The greatest reproach tliat can be levelled against Keynes's theory, 
as elaborated in his world-famous General Theory of Employment, Interest 
and Money in 1936, and outlined before that in his Treatise on Money 
In 1930, is that it has not taken account of all the complexities of the 
mechanism of saving that are revealed by careful analysis. It has 
been made into a simplified conception— exaedy opposite to that of 
Adam Smith — which is summed up in the idea that saving reduces 
consumption, absolutely or rebtivrJy. And the whole of the demonstra- 
tion is concerned with this conception. 

What happens, asks Keynes, when saving reduces the demand for 
products? It reduces at the same time the number of employed 
workers. Now, if the total amount of remuneration forming the 
aggregate incomes of the workers is diminished, the total money 
income to be spent by the community is diminished, as well as the 
aggregate demand for products; the forecasts of the entrepreneurs will 
be falsified; production will be restricted by the disappearance of 
profit, the principal stimulus to production; unemployment "'31 
thereby be increased; the reduction of incomes to be shared will be 
intensified — leading to a new shrinking of aggregate demand, accorn- , 
panied by a new reduction of profits and production. And so the 
process continues, until the impoverished community falls fro® 1 
prosperity into the depths of misery. So saving, far from being a 
benefit, becomes a curse, and everything should be done to discourage 
it and stimulate consumption. Unproductive expenditure, luxury ^ 
building, public works would all be preferable to this descent into the ( 
abyss through the excessive practice of a false virtue that has yet 1 

* For this mechanism 1 must refer the reader to my Thiorie de Viper gy* (*9 a2 J» 
reprinted in Eiseii or qutlquis proiUnui (comuqms et moniUnus (Paris, t933)- 
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necessarily to employ it 'otherwise' than in the purchase of consump- 
tion goods, and we must therefore say what ‘otherwise’ we are think- 
ing of. The sums that are ‘not consumed* may be cither destroyed or 
lost or hoarded or invested or used to pay debts. The more numerous 
the ways of using income the more will their effects on the general 
economy differ. In the traditional language of economics saving is 
identified with investment and distinguished from hoarding, and 
Keynes is here playing with words. 

In his more recent book he docs not return to the example of the 
bananas. At the same time he abandons the idea that there can be 
any divergence in a community between saving and investment. On 
•his divergence he had previously built up (by a curious union with 
Wicksell's theories) the whole of his theory of price movements. Now 
he rejects it, and admits that by definition saving and investment are of 
necessity identical. But among the forms of investment he includes 
investment in money — i*., hoarding — so that the parable of the 
bananas remains incorporated in the system- 

None the less, his conception of saving is no longer entirely the 
same. Henceforth to save is no longer to reduce consumption; it is 
only to reduce the proportion of income that is spent in consumption. 
When income increases, he says, there is a tendency for the recipients 
to increase their consumption, but not to the extent of the whole increase 
of intone. 'There is no absolute redaction of consumption, therefore, 
though in more than one place Keynes returns to his old formula. 
But the saved income grows proportionally faster than consumption 
as income increases. In cases of reduced income the opposite process 
takes place: the proportion saved falls as the reduction proceeds. 1 

Even if the proportion of increased income consumed to that which 
is saved remains equal to what it was before the income increased, the 

* We take it as a fundamental psychological rule of any modem community that, 
income “ increased, tt will not increase its consumption by an equal 

unusual change is occurring at the same time in other factors. . . . Thu means that, 

“ employment and hence aggregate income increase, not ell the addiuonal cmploy- 
he required to satisfy the oeeds of additional consumption. 

On the other hand, a decline in income due to a decline in the level of cmploy- 
!"j nt l '* ® oes ** r * ma r even cause consumption to exceed income not only by some 
jndmdtialj *nd institutions using up the financial reserves which they have accumu- 

lated m better times, but also by the Government, which will be liable, willingly or 
unwillingly, to run into a budgetary deficit or will provide unemployment relief, for 
“■““p'e, out of borrowed money. Thus, when employment Jails 10 * tow level, 
•ESrcgate consumption will decline by a smaller amount than that by which real 
income has declined . , , which is the explanation why a new position of equilibrium 
can usually be reached within a modest range of fluctuation” (pp. 97-98). See also 
tne typical passages at p. 37 and especially pp. l<nff. 
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fertile imagination — one, moreover, who has given brilliant proof in 
his earlier books of his mastery of financial and monetary problems. 

The essence of the argument is contained in what Keynes himself 
calls the “parable” of the bananas. This occurs in an earlier work 
called A Treatise on Money, which appeared in 1930, some of whose 
conceptions were to be renounced in the later book, though on this 
point its principal ideas were retained. Imagine, says Keynes, a 
community living exclusively on the production and consumption of 
bananas, but using money for its purchases and sales. Suppose that 
certain members of this community, smitten by a mania for saving, 
decide not to buy a portion of the bananas they had hitherto con- 
sumed, and suppose, finally, that they do not employ the income thus 
'saved* in creating new plantations that would increase their con- 
sumption in the future. Saving then “exceeds investment.” What will * 
be the result of the operation? Obviously a fall in the price of bananas, 
which will delight the hearts of all consumers. But there will also be 
a diminution of the profits of producers, which will fill them with 
sorrow and compel them to reduce production or dismiss their work- 
men. So at the following stage — the next harvest— total production 
will have diminished, and there will be some unemployed. If the 
group of savers continues every year to reduce its consumption, the 
impoverishment of the community will continue without limit. In 
this way saving will have led to disaster, under the cloak of virtue. 1 

There is nothing to be said against this reasoning — except that Keynes, 
by using the same word for both, is confusing ‘saving’ with 'hoarding. 
'Saving,* as we have said earlier, in conformity with the classical 
meaning of the word in the English economy — since adopted by 
continental economists — is defined not as ‘non-expenditure* but as 
expenditure of a special kind — the employment of income in the 
creation of new capital. Now, the saving of our banana-growers 
consists, it is true, in not consuming, but without employing in m w produc- 
tion the income thus set free, so the result will naturally be quite different. 
That hoarding reduces demand, no one will dispute. But (we may 
note in passing) it is difficult to see any plausible motive in the ael»n 
of Keynes’s banana-growers. If it was not to buy more bananas 
sooner or later, or to increase the growing of bananas at once, wha 
purpose could be served by their saving? Was it a mere display “ 
asceticism? 

We can see here the inconvenience of negative definitions. ® 
define saving as ‘non-consumption* is inadequate to denote I f 
economic action we have in mind. For ‘not to consume* Income U 
* A TtmtuJ m i/wi, Vol. t, p. *76. 
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says Keynes, the increase in incomes, and consequently in prices, that 
is due to the exploitation of gold-mines comes about simply because new 
workers arc put to work in the gold-mines, and thus receive incomes 
and increase the general demand for products. This result might just 
as well be attained by a quite different method For instance, 


If the Treasury were to fill old bottles with banl-notes, bury 
them at suitable depths in disused coal-mines which are then hliea 
up to the surface with town rubbish, and leave it to private enterprise 
on well-tried principles cUahsez-faire to dig the notes ’ up . again . 
there need be no more unemployment and, with the hel P of ,h ' 
repercussions, the real wealth of the community, and ns capita 
wealth also, would probably become a good deal greater than it 
actually Is. It would, indeed, be more sensible to build houses and 
the like; but if there are political or practical difficulties m thewTiy 
of this, the above would be better than nothing. The analogy 
between this expedient and the gold-mines of the real worm » com- 
plete. At periods when gold is available at suitable depths experience 
Stott, that the real wealth of the wotld itteteose. tepidly, »t>d wtan 
but little of it is available, our wealth suffers stagnation or decline 
Thus gold-mines arc of the greatest value and importance to 
civilization (pp. 129-130). 


If, then, the exploitation of gold-mines facilitates the raising of 
prices, it does so, according to Keynes, only by providing a supp e- 
mentary source of labour. This is a strange thesis, not hitherto adopted 
by any economist, and it leads to the conclusion that any other kind 
of labour of equal amount, whether to provide necessaries or luxuries, 
would produce the same effect, so long as enough paper money is 
made to pay for it. The Egyptians invented the pyramid, and the 
Middle Ages the building of cathedrals. Only the modern age is too 
short-sighted to discover a way of utilizing the unemployed, providing 
them with incomes, and thus restoring general prosperity by the 
consumption of products. 

In default of this unproductive expenditure new investments must 
be found. But the richer we become the rarer become these openings 
for investment. “The greater ... the consumption for which we have 
provided in advance, the more difficult it is to find something further 
to provide for in advance” (w., to invest in) "and the greater our 
dependence on present consumption as a source of demand ^ (p. 105). 

Here we touch the weak spot in Keynes’s theory a point of far 
greater importance than all the other objections often raised against 
it in matters of detail. It can be put briefly as the fear or the disap- 
pearance of openings for productive investment, the idea that the 
world, having made all posable inventions, will one day find dial 
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The rrwnee of the argument h contained (n what Keynes hi'ravlf 
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ra!Ir»! ,4 Ttttiite «i Mm*y, which appeared in 1930, tome of who* 
conceptions were to !*■ renounced in the later l>ook, though on tha 
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tuna rut, but win? money fur id purchases and win. Suppose that 
certain rwmlirn of this community, tmitten by a mania for Savin?, 
decide not to I my a portion of the bananas they had hitherto con- 
sumed, and Suppose, finally, that they d> not employ che income thus 
'saved’ in treating new plantations that would increase their con- 
sumption in the future. Savin? then "exceeds investment.” WTutmH 
l»c the result of the operation? Obviously a fill in the price of bananaJ, 
which will delight the heard of all consumers. Cut there will al» be 
a diminution of the profiu of producers, which will fill them with 
sorrow and compel them to reduce production or dismiss their work- 
men. So at the following stage — the next harvest— total production 
will have diminished, and there will be some unemployed. If the 
group of savers continues every year to reduce its consumption, the 
impoverishment of the community will continue without limit la 
this way saving will have led to disaster, under the cloak of virtue . 1 

There is nothing to be said against this reasoning — except that Keyn«. 
by using the same word for both, is confusing ‘saving’ with ‘hoarding 
‘Saving,’ as we have said earlier, in conformity with the dassoJ 
meaning of the word in the English economy — since adopted by " 
continental economists — is defined not as ‘non-expenditure’ but as 
expenditure of a special Irind — the employment of income in die 
creation of new capital. Now, the saving of our banana-growen 
consists, it is true, in not consuming, but without employing in new por- 
tion the income thus set free, so the result will naturally be quite different. 
That hoarding reduces demand, no one will dispute. But (we may 
note in passing) it is difficult to see any plausible motive in the action 
of Keynes’s banana-growers. If it was not to buy more ^ an 3 ff| 
sooner or later, or to increase the growing of bananas at once, w ^ 
purpose could be served by their saving? Was it a mere display 
asceticism? _ 4 . ^- 0 

We can see here the incoenvetience erf negative definitions- ^ 
define saving as ‘non-consumption* is inadequate to denote 
economic action we have in mind. For ‘not to consume income 
1 A Tnalist on Money, Vot I, p. 376. 
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indent and modem civilizations. And llayek, in his article on Saving 
in the American Encyclopedia, is of the same opinion. 

Keynes’* theory applies in principle to the general evolution of the 
economic system. Hut as it arqsc in connexion with an acute crisis, with 
whose circumstances the author was plainly preoccupied, it should 
also proride an explanation of crises. And here he does not intro- 
duce excessive saving, as might have been expected, but the sudden 
fell of profits. 1 The essential character of the cycle, which is its 
regularity, fa due, he says, to variations in the marginal efficiency of 
capital, or, as we should say, to the sudden fall of profits (pp. 313,315). 
Hoarding docs not arise till afterwards {p. 316). To remedy the 
crisis, then, it would apparently suffice to lower the rate of interest 
and thus Supply the entrepreneur with new chances of profit Unfor- 
tunately a seduction of the rate of interest, in face of what he calls 
“the uncontrollable and disobedient psychology of the business 
world," is generally powerless to cause “the return of confidence . . . 
which is so insusceptible to control in an economy of individualistic 
capitalism" (p. 317). It will be useless, then, to reduce the rate of 
interest, for the pessimistic outlook of the entrepreneurs will make it 
impossible* to persuade them to make new investments. 

The remedy will therefore lie in investments by the State, on the 
one hand— -is., public works that will give employment to the unem- 
ployed, thus increasing the incomes to be spent and helping to increase 
consumption— and, on the other hand, in measures aimed at the 
nbrcl increase of consumption. Here, after asserting that the sudden 
collapse of profits is the origin of the crisis, and having declared him- 
not fee from agreeing with the theory of over-investment, Keynes 
returns to the explanation by under-consumption. He differs only 
slightly from the undcr-consumption school, he says, and “I should 
readily concede that the wisest course is to advance on both fronts at 
once" (p. 325). 


But if it is so difficult to contend with a crisis when once it has 
Marled, would it not be possible to prevent it? Would it not be a good 
preventive to raise the rate of discount, which is always identified by 
“■Tries with the rate of interest?* This also he considers inadvisable, 
hen pessimism gives way to optimism in the minds of entrepreneurs, 
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absolute amount saved will be greater, since the income is greater. 
Thus “the larger our incomes, the greater, unfortunately, is the 
margin between our incomes and our consumption” (p. 105). The 
problem of finding an investment for savings, therefore, becomes more 
and more difficult as income increases and the community grows 
richer. If, however, no solution is found. — i.e., if investments do not 
absorb savings {in other words, if hoarding takes place) — then the 
employment of labour will at once diminish. This means a reduction in 
the aggregate income of the community, an increase in unemployment, 
and so forth. Here again we may quote the actual words of Keynes: 

An act of individual saving means — so to speak — a decision not 
to have dinner to-day. But it does not necessitate a decision to hate 
dinner or to buy a pair of boots a week hence or a year hence or to 
consume any specified thing at any specified date. Thus it depresses 
the business of preparing to-day’s dinner without Stimulating the 
business of making ready for some future act of consumption. It is 
not a substitution of future consumption-demand for present 
consumption-demand, — it is a net diminution of such demand. . . • 
If saving consisted not merely in abstaining from present consump- 
tion but in placing simultaneously a specific order for future con- 
sumption, the effect might indeed be different. . . • The absurd, 
though almost universal, idea that an act of individual saving is just 
as good for effective demand as an act of individual consumption, 
has been fostered by the fallacy, much more specious than the 
conclusion derived from it, that an increased desire to hold wealth, 
being much the same thing as an increased desire to hold invest- 
ments, must, by increasing the demand for investments, provide* 
stimulus to their production; so that current investment is promoted 
by individual saving to the same extent as present consumption u 
diminished. It is of thu fallacy that it is most difficult to disabuse 
men's minds. . . . For this overlooks the fact that there is always an 
alternative to the ownership of real capital-assets, namely the owner- 
ship of money and debts (pp. 210-212). 

If this be admitted, the whole problem of maintaining a community 
in a state of full employment is, therefore, to find enough opportunities 
for the investment of the saved portion of income. For it is useless to 
try to influence saving itself, which is only a residue, the result of t e 
public’s “tendency to consumption.” “Saving, in fact, is 0 infre 
residual” (p. 64). What is necessary, then, is either to 
consumption in order to reduce saving, or to find new openings 
investment in order to absorb the savings. 

One objection at once springs to mind. Why should an * ncr *^ 
in consumption goods necessarily cause a fall in prices? Are there ^ 
periods of rising prices despite a great increase of products, 
instance, when production from gold-mines is in rapid p r ogress. > 
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“On the whole,” he sap, “ray preference is for the latter alternative.” 
But as no essential point of principle is involved, he decides not to 
develop in detail the arguments on either side. 

We trill not dwell on these suggestions, which seem so simple when 
thus formulated. Ke>7ies was too experienced a man to be unaware 
himself of the enormous difficulties concealed under this apparent 
simplicity. We live not in a dosed system, but in an open one. Each 
economy w affected by what happens in other rival economies, and a 
system of ’exchange variations adopted by one country might have 
violent repercussions and arouse the sharpest conflicts, political as well 
ai economic. The policy of 'exchange dumping’ during the years 
from 1930 to 1939 pro volred the liveliest international animosities 
and led to reprisals everywhere. 

Keynes, on the other hand, speaks of the choice between a policy 
of wage stabilization and a policy of price stabilization as if it were 
easy to malce, and as if States had not so far found it absolutely im- 
possible, despite all their efforts, to keep either prices or wages stable 
It is unwise to let the public think that the State has the means at its 
disposal to achieve such complicated ends. It was a sound observa- 
tion by Mr Burgess, one of the directors of the Federal Bank of New 
York and closely associated with that bank’s efforts at stabilization, 
that the price-level ha* never varied *0 much as since attempts were 
made to control it. 1 

In short, the practical remedy proposed by Keynes, as at an earlier 
date by T. R. Malthus, resolves itself into the setting-up of public 
works, and to calculate its effects in reducing unemployment he has 
constructed a complete theory — that of the ‘multiplier’— which has 
failed to convince the British Government as well as the majority of 
economists. 

Compared with his theory of saving Keynes’s subsidiary theories 
are really only of secondary importance. We could go farther, and 
*ay that they are manifestly theories of circumstance, aimed at buttress- 
es his main theme.* So we shall not deal with them here, but leave 
h to the reader to refer to them himself The General Theory, like the 
author's earlier books, has given rise to very lively controversies. The 
best-known English economists, like Pigou and Hawtrey, have con- 
centrated on defining their attitude to certain aspects of the theory, 


'S« his pamphlet What About itonry 1 , published in 1940 by the National City 
nk of New York. 
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“nk of New York. 
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Marges, The Theory of Poets (New 
Slona Eawmka, 4th year, No. j, Ditto 
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there are no more ditcoveric* to be made, and that when the mtu- 
f itnrau have exploited every conceivable opening they will be faced 
by a public no longer able to absorb their improved or Increased 
products. Investment will cease when satisfaction is univem! and all 
desires are met. 

Is this a real risk? Keynes is not the first to utter these fears. So 
far they have always been Wied by facts. Every age has unwisely 
Ixmtcd that it has reached the height of human knowledge and 
attainments. Every age, enraptured with its own achievements, has 
had its enthusiasts to proclaim that the human race will go no farther. 
And every time the following age has proved it wrong. We speak 
constantly of the Industrial Revolution of the late eighteenth century, 
but since then that Revolution has never ceased. After steam came 
electricity as a motive force; after the railway came the motor-car 
and the aeroplane to take the lead in transport. Then, after the 
revolution in power and transport, has come the revolution in raw 
materials, with plastics replacing cotton, wool, silk, and wood, and 
cement superseding stone. After the revolution in industry base come 
the changes brought about in agriculture by the use of artificial 
fertilizers and the extraction of nitrogen from the air. Is It likely 
that these changes arc at an end? Are science and invention on the 
verge of bankruptcy? Can we really believe this? On the contrary, 
what frightens industry is the rapidity with which new inventions 
follow one upon another, causing such swift obsolescence that the 
profits of a business are swallowed up by the need to provide for 
renewal of plant in a few years. Even if invention ceased, it would ' 
be a long time before inventions already made brought benefit to 
entire peoples still living in sordid poverty, and entire classes, even m 
rich countries, who have as yet no share in the progress of hygiene an 
general well-being. There is a vast field open to enterprise here. 

Other economists have answered the same question by a profession 
of faith in precisely opposite terms. Among them are Marshall, in a 
celebrated passage, and more recently Snyder, who sings a hymn o 
praise to the might of invention and saving that have brought economic 
greatness to the United States. Divisia, in an eloquent chapter in 
book on Saving, draws the same conclusion, and quite rightly regards 
the building of the Pyramids 1 on the one hand and the construction o 
machinery on the other as marking the essential difference between 

'The Pyramids have aroused the enthusiasm of many recent ™ttn, 
least distinguished either. See, for instance, the Proptt rf’Aeaiwmju/of tbep , . 

Alain (Paris, 1934), p. 7», which is • toeful reminder to economists of ihe n 
modesty. 
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particular by Ohlin, 1 is at once simple and ingenious. It takes us back 
to the Classical conception of creative saving. It enriches economic 
science by views that are true and ingenious, and should be regarded 
as a precious acquisition. It differs in many respects from Keynes's 
views. Among other points, it rejects his conception of interest and 
his idea of the ‘multiplier,’ agreeing in this with Pigou and Hawtrey. 


VI: NEW CONCEPTION OF CRISES: HABERLER, FISHER, 
WESLEY MITCHELL, AND DIVISIA 
The contradictory views of economists as to the causes of crises and 
the remedies to be adopted have not added to the prestige of political 
economy among the general public. Some lay the blame on excessive 
laving, some on its insufficiency. For some the crisis arises from an 
unsellable surplus of consumable commodities; others think that these 
tame commodities are insufficient at the moment when the crisis 
begins. There are some who propose to raise the discount rate when 
the crisis approaches, while others would lower it. Some consider 
savings to be more plentiful when the depression is drawing to an 
end, others when the boom is at its height. Some demand a lowering 
of wages; others think that the object should be to stabilize them. How 
is it possible for statesmen responsible for taking decision to find their 
way among conceptions and suggestions as vaned as the economists 
whom they consult? 

In addition to this there are the mistaken forecasts that well-known 
specialists have permitted themselves to make. In the United States 

1 Ohlin’s reasoning may be summarized as follows. Obviously there is no equality 
at any given moment between the saving planned by the savers and the investments 
ptanrd by ihe entrepreneurs But actually, after the event, this equality must of necessity 
**"“• Tate the following example Suppose that at a given moment, at the end of a 
period of equably between investment and consumption, the public decides to reduce 
its saving and increase its consumption by ten millions during the penod following 

Suppose on the other hand that the entnpnnmrs decide to invest the same amounts 

•sin the preceding period. There is then a margin of ten millions between the plans 
™ * e “vers and those of the ntnpr rwiirs. But what will happen’ Owing to the 
demand created by the increase in consumption, the sales by retailers will go up by 
ten millions, but at the tame time their slocks will diminish by a certain amount-say 
•ewn millions. The difference between the diminution m these stock! and the selling' 
of ten millions represents Ihe retailers" profits, say three millions These profits 
that have accrued to them, and that they have in hand at the end or the penod, 
"present an unfarrrm saving. Total savings have therefore diminished by seven 
millions only, not ten, and the investment that was planned to be ten millions u also 
diminished by the whole amount of the stocks (seven millions), and is thus reduced 
tkree millions So there is a real increase in saving of three millions and * real 
“crease in investment of three millions only. The two are therefore in equaibnum. 
{Economic Journal, March 1937, pp. 65-66.) 

3B 
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mw investment mutt In* encouraged. ‘'Thin the remedy for the been 
h not a higher rate of interest but a lower rate of interest!" (p. 322). 
He rrcngnirrt, however, that In certain circumstances the raisin? of 
the rate may be tine only method to employ.* 

Dill although the redaction of (he rate of interest provides cc* 
openings for mtrtfuwn, it also drives people to hoard their savings 
instead of investing them. What b to be done to prevent one of these 
effects counteracting the other? We should have to adopt a policy of 
a continuous fall In the rate of interest, for it b uncertainty as to the 
lain direction of thr rate of Interest rather than its actual level that 
leads to hoarding. At the same time we should increase the quantity 
of money, which it the best way of reducing the rate of interest’ 
Would not another solution be to reduce the cost of production by 
lowering wages? Keynes protests against such a suggestion, and alia 
a vigorous attack on Rueff and Robbins, though without nama? 
them. The only purpose served by lowering wages, he says, a tbs* 
by putting additional money into the hands of the tnSrtpfmnn^ 
makes the rate of interest fall and thereby increases the oargu> 
possible profit. But there b a much simpler way of obtaining th e ^ 
result: increasing the supply of money' — and only a person who » * 
the same time “foolish,” "unjust,” and "inexperienced 
prefer the first method to the second.* ^ 

Here is another suggestion: could not work be redistribu 
reducing the length of the working day and increasing the t 11 ® 
workers employed? That is what the French working-classes d ^ 
when they asked for a forty-hour week. Keynes does not ^ 
solution: "I see no sufficient reason for compelling those w 0 
prefer more income to enjoy more leisure” (p. 326). . 

Keynes concludes (p. 270) that the best plan would be * ^ 
tenance of a stable level of money wages. Such a po&T» 
would work best in a dosed economic system, but it is 8 . K 

in an open system, provided that equilibrium of prices wi ^ 

of the world can be secured by means of fluctuating eschar^. ^ 
applies particularly for short periods. With regard to long pC" 
question arises whether it is better to keep wages stable'' 

~prlci*--s fall, or, conversely, to keep prices stable while letting" 0 


‘Seep. 33*"“ inta**.*’ 1 * 1 

* See pp. 167. >74- 234-836. I do rot dwell on Keynm* “Wry jj^jtur 
.terns to me a return to ^ df „ lhat * Tre definitely abandoned by I 

and Turgot in particuli r The student .hould read agau> Tu ^ ucd(jn in tf>‘ 
{R/JUxions, para. 77), th#, abundance of money does not mean a 
of interest. / 

* See pp a6&-«69 I 
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line with each other? There will inevitably be errors of adaptation 
in one branch or another, and at the point of tension reached by the 
different series a single error is enough to have repercussions on all 
the others. 

Presented in this form the theory of crises has many advantages. 
To begin with, it avoids all recourse, as Mitchell says, to mysterious 
explanations. There is no one cause of crises, but a group of phenomena 
which by their juxtaposition and superposition result in a crisis. We 
shall not place the blame specially on under-consumption or credit 
expansion or saving, but shall examine how consumption, production, 
credit, and saving in certain conditions eventually set up tensions which 
may be transformed by an accident or an incident into ruptures. 

For instance, the old and too long undecided controversy between 
the notions of a general and a generalized crisis disappears. No one 
to-day — or hardly anyone — believes in the general crisis. Every one 
agrees in recognizing that at a given moment a cumulative process 
begins, either of a rise or a fall in prices. Its starting-point may vary 
peatly in different crises. The real problem lies in finding in what way 
it" spreads gradually through the national and international economy 
until it gives the impression of a general crisis. J. B. Say’s old formula 
that he thought would banish the crisis bogy, “products are bought 
with products,” still remains true as a generalization, but has no 
longer any but the most distant connexion with the phenomenon 
under discussion. 

If we adop't the view described above we shall understand, too, 
why crises are either strengthened or mitigated by such external 
circumstances as the increased or reduced exploitation of gold-mines, 
or one of those drastic price readjustments that take place after a 
long war, during which goods have become scarce while monetary 
supplies have increased. We can understand also why there are so 
many circumstances that provoke a crisis or start a new boom after a 
depression. As it is a matter of a certain state of the economic system, 
•bh can be modified for the better or for the worse by any circumstance 
whatever that serves to increase profits or to reduce them, as the case 
ma y be. So also no one will expect the duration of these cycles to be 
uniform. Sometimes they are close together, sometimes far apart, 
precisely because they do not originate in any one definite cause so 
that the rhythm of their development can be determined in advance. 

In conclusion, this conception open* up a vast field of work in 
tbc hist orical and statistical observation of crises. The economist is 
apwdms" (Wesley C. Mitchell, article Busvun Cjc Us in BuydefaJus tfth, S*n> 
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flrwj Keynn hit replied to tlirm, but it cannot be mid that any really 
new Meat have emerged from the conflict. On the other hand we 
mail patne fijr a moment to mention a coupic of very important 
artiflrt by the Swedish economist Oitlin, who, in connexion with 
these diicmsiom, Dimmed up in the Komomie JovrnAP some of the 
fundamental views of the Stockholm school on the tubjects treated by 
Keynet and the methods of research that he advocates. These views 
were developed in connexion with the unemployment that began in 
Sweden, m flscwherr, after the 1930 crisis, and they contiin several 
suggestions of great theoretical interest. We shall mention only the 
two that we consider particularly useful for analysing dynamic eco- 
nomic phenomena, a subject in which the Stockholm school is specially 
interested. 

First there is the very ingenious system of notation used by Ohlin to 
define on the one hand the different elements in the income of a 
community, and on the other the different elements in its expendi 
ture, whereby he expresses the equality of expenditure and income- 
must refer the reader to the book itself, for it cannot be summarizee 
more concisely than Ohlin has himself done. Starting from this notr 
tion he concludes that by definition the saving and the investment of 
a community are necessarily equal. 

But then, asks Ohlin, why should Keynes be so worried about how 
to get savings absorbed by investment, since by definition the two are 
identical? The reason is, he sap, that Keynes has not sufficiently 
realized the importance of a distinction that is fundamental in the 
study of dynamic problems — the distinction between forecasts and 
realizations. Undoubtedly, say the Swedes, if we take up a pTviprdat 
position there is no equality between the sums that some people irtiA 
to invest and those that others u-ish to save. But when they both 
prepare to realize their intentions, their very actions result afterwords, 
through the machinery that they put into operation, in the inevitable 
equality of savings and investments. And he proves it. In short, 
Ohlin reaches the conclusion that what Proudhon would has-c called 
the "economic contradiction,” so brilliantly expounded by Keynes, 
does not exist. Keynes put the question wrongly, and Ohlin shows 
how it should be put and the consequences that follow from it. The 
same conclusions were arrived at by a more complicated method by 
another eminent member of the Swedish school, Lindhal, in his ttuies 
sur la Thlorie de la mormaic et da capital, translated into English in 1939. 

The theoretical solution given by the Swedish economists, and in 
t See the 6nt two numbers of the Economic Journal for 1937, Soma Kota an tho Stod- 

hllm Thcorf of Saving, and /neatment. 
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case seeing the unit amount diminishing in proportion to the. fall in 
prices, the producer, while doing hit best to defend it, both in rate 
and in total amount, will at least (and even more so) defend his profit 
pa Krai cr pa contract, by increasing the quantities that will have to 
bear this reduced or limited unit profit. Such a phase seems marked 
by a de\elopmem of economic organization, by eflort and progress 
in technique, by the development of mechanization, intensive rather 
than extensive, and by a definitely faster increase in quantities — 
after the initial period of stoppage has passed — than the phase of 
monetary expansion. It may be noted in passing that this orienta- 
tion of production will In such a phase require a still more rapid 
development of industries concerned with the means or agents of 
the increased and mechanized production, such as the iron and 
mineral industries,* 


But what is the origin of Phases A and B? What is the motive power 
that sometimes raises the general price-level, and sometimes checks 
the rise and causes a fall to follow? After long investigations and 
detailed study of the curves or prices and production of the precious 
metals and paper money, Simiand comes to a very clear conclusion, 
that the origin of these movements is entirely monetary. The origin 
of Phase A is to be found in the increase of supplies of money, either 
from increased yield of gold- or silver-mines or from the manufacture 
of paper money, while the restriction or slackening of the production 
of money is the origin of Phase B. The succession of these phases 
between 1815 and 1914 is clearly connected with the production of 
the precious metals. First there is a general fall between 1815 and 
*850, then between 1850 and 1873 a recovery started by the discovery 
of the mines or California and Australia, next a new period of falling 
prices from 1873 to 1895, corresponding to a period of stationary pro- 
duction, and finally a period of rising prices from 1O95 to 1929, started 
originally by the enormous production of the Transvaal mines and then 
ntamtained by the universal issue of paper money during the Tirst 
World War. 

This explanation is valid for long-term phases, but is it equally so 
for the cyclical crises that occur in A and B periods alike 51 Simiand 
has not asked himself this question. His investigauons are not con- 
cerned with cyclical phases. But we should hardly go wrong in think- 
ing that for them too he would accept a monetary explanation for 
instance, by substituting increase of credit for the production of the 


One question at once arises: does the succession of Phases A and 
® °bcy any organic necessity? Are they produced in virtue of a 
„ PP. <62 £. of VoL II ofhU U Seiran, UxWlirm lociah it U momaic (Alcan, 
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fli a singlr, simple, self-generating cycle (analogous to that of a 
pendulum sw inging under influence of the singte force of gravity) 
and as actually realierd historically in regularly recurring crises, is 
n myth Instead of one force there are many forces. Specifically, 
instead or one cycle, (here are many co-cxiiting cycles, constantly 
aggravating or neutralizing each other, as i.eJJ as coexisting with 
many non-cyclical forces. In other words, while a cycle, conceived 
as a /tut, or historical event, is non-existent, there are always in- 
numerable cycles, long and short, big and little, conceived as 
tr nd/nr its fas well as numerous non-cyciical tendencies), any histori- 
cal event being the resultant of all the tendencies then at work. Any 
one cycle, however perfect and like a sine curve it may tend to be, 
is sure to be interfered with by other tendencies. 1 * 

Fisher compares a crisis to what happens when a ship capsizes 
which in ordinary circumstances is always near to stable equilibrium, 
but which, after heeling over beyond a certain angle, loses its tendency 
to return to equilibrium and tends instead to depart from it. 

In France similar ideas have been expressed by Divisia.* It is 
apparently the view also of an American writer whose name is asso- 
ciated with every investigation of these ‘cycles’ for the last twenty-five 
years, and who has brought to their study not only infinite patience- 
in detailed research but an exceptional perspicacity and flair in econo- 
mic matters — Wesley Mitchell. In his view there is nothing patho- 
logical or mysterious in the process of expansion when an economy is 
progressing, for each step forward in one branch of activity promotes 
the progress of others. 3 But how are all these advances to be kept in 


1 Irving Fisher, in Eccnomitrita, Oclober 1933, p. 338. 

•"Economic crises appear to be an oscillatory phenomenon of adaptation. We 
come across crises of over-production in the whole of industry, where production has 
to adapt itself to a rapid change in demand, and more generally in cases where the 
mlrrprmnrs make too many wrong forecasts. We also meet with crises, more or less 
general, on the occasion of every phenomenon of adaptation, when economic equilibria, 
like all equilibria, find expression in unstable reality, not in an immobility incompatible 
with life, but in oscillations — not necessarily sinusoidal — around the position cl 
theoretical equilibrium. General crises may be considered to arise from a synchroniza- 
tion of all these movements, and each of them may hare its own characteristic features 
according to which of the movements preponderates and comes first.” (Divisia, 
Court tTEeommu polthtpu it sonalt, p. 183.) 

* "Neither business history nor business statistics supports the view that the decisive 
break always comes about in the same way. The sequence in which different time 
scries reach their highest points and turn down vanes from recession to recession. 
Usually several stresses seem to be accumulating during a period of expansion, and 
the only question is which will overtax the factors of safety first. Random influences, 
such as harvest fluctuations, business conditions in foreign countries, the pet miscalcula- 
tions of the day and the like, seem to exercise a considerable influence upon that 
event. And there seem to be secular changes in the character of expansions and 
recessions. ... But the fundamental difficulty remains of keeping all the important 
processes of a business economy duly adjusted to each other in a period when all are 



LONG-TERM PRICE ALTERNATIONS 759 

by the manufacture of paper money are certainly connected in some 
aspects with those that follow the discovery of new metallic deposits, 
but they differ from them so radically in other aspects (especially in 
the fact that the issue of paper money is a national matter whereas 
the increase of metallic money is an international phenomenon) that 
as things are at present it is impossible to identify the two things 
'rationally.' • 

SLmiand has made a very interesting application of his theory to 
the world crisis of 1930. 1 In his view this was not an ordinary cyclical 
crises, but the starting-point of a B phase succeeding an A phase 
which began about i8gs and continued till about 1929, for Siraiand 
refuses to distinguish the rise in prices due to paper money from the 
preceding rise due to the influx of gold from the Transvaal. So the 
1930 crisis and the depression that followed were merely manifesta- 
tions of the normal reversal of the trend of economic activity after a 
long period of rising prices. This interpretation is noteworthy, because 
it shows that to Slmiand the 1930 crisis was not the ordinary Jund of 
ends but was superadded to a spontaneous long-term price movement. 
This view is, of course, shared by many economists. But Simiand does 
not regard this reversal as a result of the financial policy of the belli- 
gerents' 1 — a result that appears after every long and widespread conflict 
-—but only as the normal arrival of a B phase succeeding by force of 
circumstances a preceding A phase. Recalling the statement that — 
tp«te rightly, in our view — the 1930 crisis was a unique phenomenon, 
we are a little surprised that Simiand is unwilling, despite so much 
evidence from experience, to see in it the inevitable repercussion of 
war-time financial policies. Moreover, it may quite 'veil be — and we 
have ourself maintained this thesis* — that the 1930 crisis was both the 
beginning of one of these customary reversals of price movements at 
ftic end of a period of increase in gold supplies and the effect of an 
excessive rise in prices due to the financing of the war. The 1930 
crisis would in this case show the combined effects of all the circum- 
stances mating for a fall in prices, and this would explain its excep- 
tional virulence. 

Simiand’s researches remain, therefore, of very great value as a 
description of important economic phenomena. They reveal once 
more the attention given by twentieth-century economists to the dynamic 
a *p«ct of economic phenomena. On the other hand they throw no 


In 4 tittle Look entitled Lts Flutttiaiwns itonomiavts i fanpu pfnode tl fa trist mondial/ 
leans, 1934). 

’Aktehau, etc., p. 83. 

See our pamphlet IntirpritatMt it fa efiult its fnx itpuis sgi 5 (Sirey, Pans, 19361- 
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give a monumental quality 10 hu works and account for the great 
influence he has exercised in France over a whole generation ofinvesd- 
gators. Hii conclusions have a direct bearing on the theory of crises. 
Between the features of what Simiand calls Phase A (prolonged periods 
of rising prices) and Phase B (prolonged periods of falling prices) on the 
one hand, and the phenomena peculiar to the shorter phases of boom 
and depression on the other, there are striking resemblances. 

According to Simiand the union of these two phases, A and B, is 
the essential feature of economic progress, and they are both indis- 
pensable to that progress. Their alternation is the means by which'it 
is accomplished. Simiand almost regards this alternation as an 
organic rhythm in economic life and a condition necessary to its 
development. If it was desired to ‘direct* the economic system, he 
says, it would be necessary to concentrate on systematically reproducing 
the alternation of these phases by using artificial monetary means for 
that purpose. No other economist had hitherto propounded a thesis 
like this. To them economic progress seems to result from technical 
causes, such as scientific discoveries and progress in means of transport, 
which are * external ' to the behaviour of prices, and they think that 
this progress can be just as well accomplished with stable prices as with 
those that rise or fall. Long-term price movements are in their view 
the effect of accidental circumstances, such as greater or less activity 
in the production of the precious metals or of goods. Most of them 
even assert (with perhaps excessive assurance) that the greatest 
possible stability of prices is the object to be pursued. 1 

Simiand takes up quite a different position, unlike that of almost 
every one else. This gives his doctrine a marked originality, besides 
investing his intellectual personality with a kind of austere isolation, 
deliberately accentuated by a literary style that often disconcerts the 
reader by its lack of polish. 

Phase A is characterized by a general rise in incomes, profits as weft 
as wages, and great economic activity. Now, when the fall begins and 
Phase B commences, a general effort is made by fnlrcfirmeurs and 
workers alike to keep their incomes at the same level, as they do not 
wish to lose the benefit of them. This starts the era of great technical 
improvements and their general extension, and thus the economic 
system progresses. Here are his own wo s. 


Heine unable to increase his unit profit on reduced production, 
and evfn to maintain it with certainty at the same rate, and in any 


* It is true that, in the opinion oT 
than any other with these attempts, 
hardly been successful yet. 


an American econon 
the mean* proposed 


>re closely concerned 
mining this end have 


ion. of theories of equilibrium, and while still keeping in close contact 
nth facts, the Swedish theories provide patiently worked-out plans, 
letter adapted than the older ones to a variety of situations. It is on 
he lines traced out by these economists, and those on which certain 
American and continental authors are engaged, that we may hope to 
re established a theory more accessible to all, and more capable of 
lupporting practical solutions. The danger to be avoided lies in the 
icademic subtleties and controversies about ill-defined terms that have 
ipread regrettably in some countries. They have been rightly 
lenounced 1 by a clever English economist, D. H. Robertson. 1 The 
true path for political economy to follow remains always the faithful 
tomparison of well-observed facts with theoretical constructions wide 
enough to take account of all these facts and not only of those that 
ire peculiar to this country or that, as has too often happened since 
the First World War. 


CONCLUSION 

Can a history of economic doctrines really be said to haw a con- 
tusion? 

It is obviously impossible to regard the history of any science as 
owipletc so long as that science itself is not definitely constituted. 
This applies to all sciences alike, even to the more advanced physics, 
chemistry, and mathematics, for example, all of which arc eonUnuousIy 
Undergoing some modification, abandoning in the course of their 
progress certain conceptions that were formerly regarded as useful, 
hut which now appear antiquated, and adopting others which, if not 
entirely new, are at least more comprehensive and more fruitful. 

not only is this true of individual sciences, but it is equally true 
of the very conception of science itself. Progress in the sciences in* 
'uh’es a modification of our ideas concerning science. The savant, 
“Of yore, is engaged in the pursuit of troth, but the conception of 
•^entific truth in the twentieth century is not what it was in the 
U'ort froth century, and everything points to still further modifications 
, » tonfotnee of the Manchester Political Economy Society. 

V* “* sorry we have been unable to ewe an ■noun! of the wunf " 
■"“rsWe eronomiit who hu put forward many tn ton ling ideal, *.|woaJy an 
with the theory oT saving Unfortunately circumrtanrti have rrt" ro,rd * 
admg of Robertaon'i books, which we hare been unable to procure 
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determinism like that which has been thought to determine the cyclical 
phases of boom and slump? In other words, is there a periodicity of 
phases like the alleged regular periodicity of cyclical movements? 
To this question Simiand gives only an evasive reply. Undoubtedly 
the occurrence of a B pliase after an A phase seems almost inevitable. 
But why should a phase of rising prices or of greater creation of money 
be conditioned by an economic necessity? Without excluding all idea 
of organically necessary periodicity he yet hesitates to affirm it. Still 
less does he attempt to describe the mechanism by which this periodi- 
city would be produced. 1 Moreover, he adds, this question of periodi- 
city loses interest if it is admitted that a voluntary increase of paper 
money may produce the same effects as an accidental increase of the 
precious metals. On this point, again, our author does not go into 
any detail. He only admits the possibility of what he call* “a managed 
monetary function capable of bringing about the alternation of Phases 
A and B.”* 

Many objections arise here, for it seems difficult to attribute the 
succession of Phases A and B to any other causes than historical circum- 
stances that are largely accidental. There seems to be no feature 
suggesting the operation of any mechanism connected with strictly 
economic development. The discovery of the Australian and Cali- 
fornian gold-mines in the middle of last century, like the discos cry 
and exploitation of the Transvaal mines at the end of the century, was 
due, if not to pure chance, at any rate to geographical or technical 
discoveries independent of economic evolution. The most that can 
be admitted is that the general fall in prices that follows a slackening 
in the production of gold tends to restore its activity by reducing dx 
costs of production of the precious metal and stimulating the search 
either for new deposits or for new methods of exploiting existing ones. 

As for the idea that the spontaneous alternation of Phases A and B 
can be imitated by the ‘rational’ manufacture of paper money, this 
has no support from experience, and, even assuming it to be established, 
it would still have to be shown that the manufacture of paper money 
eon be rationalized. The typical features of booms and slumps caused 

1 "Is this [the increase in the precious meuis) due original!/ to pure physics! chance 
in some form or other? There is no doubt that the discovery of these valuable drjvaiO. 
and their efficient and increasing exploitation, have shown no more rrgulanty Ft 
dependence on general antecedents in the realm of any science than has their hm* 
tion. It appears, however, that since a fixed and regular periodicity is by bob* 
necessary for such antecedents and consequences, the possibility of the recurrence 
these alternations is tiiely and even probable. Or, again, there may be some ot^ 
change in the quantities of the precious metals, through the progress already re»-‘ 
in certain sciences." (Simiand, t> p a I , VoL II, p. 5*5-) 

* Ibid , p. ss6. 



CONCLUSION 


763 

ill be seen the salient features of the main doctrines. Eventually 
ere comes a time when what we see is no longer the sticks of the 
n but the common tissue in which, at the circumference, these 
icks disappear. In other words, the sum total of acquired truths is 
ie only legacy left us by the various systems of the past, and this is 
ie only thing that interests us to-day. 

Hence one result or so much discussion and polemical warfare has 
ren the discovery of some common ground upon which all economists, 
hatever their social and political aspirations, can meet. This com- 
lon ground is the domain of economic science — a science that is 
Micemed, not with the presentation of what ought to be, but with 
ie explanation and the thorough understanding of what actually 
tuts. The superiority of a theory is measured solely by its explana- 
”7 power. It matters little whether its author be Interventionist or 
iberal, Protectionist or Free Trader, Socialist or Individualist — 
^ry one must necessarily bow before an exact observation or a 
aentific explanation. 

But while these divergent schools tend to be lost in the unity of a 
tore fully comprehended science, wc see the emergence of other 
ivisions, less scientific perhaps, but much more fertile so far as the 
rogress of the science itself is concerned. It seems as if a new 
ind of fan arrangement were making its appearance underneath the 
Id. 

This is obviously the case with regard to method, for example, 
diere the separation between pure and descriptive economics, or 

* tween the theoretical systematization and the mere observation of 
oncretc phenomena, is becoming very pronounced. Both kinds of 
search are equally necessary, and demand different mental qualities 
vhich arc very seldom found combined in the same person. Economic 
cience, however, cannot afford to dispense either with theory or 
ibservation. The desire to seize hold of the chain of economic 
phenomena and to unravel its secret connexions is as strong as ever it 
va5 - On the other hand, in view of the transformation and the daily 
modifications which industry everywhere seems to be undergoing, it 
5 “solcss to imagine that we can dispense with the task of observing 
lnd describing these. The two methods are developing and progress- 
n S together, and the violent quarrels as to their respective merits 
tppear to be definitely laid at rest. 

Accordingly what we find is a segmentation of economic science into 

* cumber of distinct scienoes, each of which tends to become more or 
«s autonomous. Such separation does not necessarily imply a con- 
'ct of opinion, but is simply the outcome of division of labour. At 


760 ' CONFLICTING THEORIES OF CRISES 

light at all on the mechanism or mode of operation of crises in the 
strict sense. In short, what Simiand’s investigations have resulted in 
is a new verification of the quantity theory of money. The psycho- 
logical reactions responsible for the fact that a new JU pply of the 
money material or a diminution in its creation affects production and 
prices are set by him in the clearest light. What Simiand tells us about 
is the human decisions that result from these increases and restrictions, 
and he thereby confirms a thesis that Classical economists have 
affirmed, though with less detail and scientific minuteness, in every 
age. But he has added some original views, and buttresses the whole 
by a wealth of arguments and harmonizing facts not previously met 
with . 1 

Just as this book was going to press there appeared a very important 
work by Professor Dupriez, of Louvain, on the same subject as that 
dealt with by Simiand. It is entitled Des Movements econmiqua 
generaux (Louvain, 1947, 2 vols.). In it all the economic phenomena 
discussed in this chapter are subjected to searching examination from 
the point of view of Walras’s theory of interdependence, and the 
author associates himself in many ways with the ideas Jet forth in our 
Section VI. 


All the theories examined in this chapter constitute a great effort 
at formulating a dynamic theory of economic phenomena. More or 
less regular cyclical movements, great rises and falls in prices due to 
paper money, movements up and down, depending sometimes on the 
production of the precious metals and sometimes on .the extent of 
technical progress or the abundance of production — these things have 
been sifted by the authors mentioned in this chapter with a view to 
describing the mechanism by which these movements are brought 
about. The difficulty of the problem is shown by the very number of 
the investigations that have been undertaken, and the variety of the 
points of view that have been suggested for the subject by these 
distinguished thinkers. 

The result of this enormous amount of work is by no means insignifi- 
cant. Views are more and more plainly emerging which, when the 
dust of conflict has cleared away, will survive and remain. In this 
respect the work of the Swedish school, especially when made taorc 
accessible in translations to a wider public, w 31 appear particular f 
useful new. Without upsetting the notions that form the founda- 


A thorough discussion of Simiand’s methods and mult* will be found In «n 
rf Cbarl«MoniZ*, «r U wJAjJ* F. SvnimJ, HUtml fw, kU 
' hutoirt tadale, I and If, Paris, 1943)'. 



CONCLUSION 


755 

largely borrowed from sources other than scientific. Moral and 
religious beliefs, political or social convictions, individual preference 
or sentiment, personal experience or interest — these are among the 
considerations determining the orientation of each. The earlier half 
of the nineteenth century witnessed the science of political economy 
mating common cause with one particular doctrine, namely. Liberal- 
ism. The alh'ance proved most unfortunate. The time when economic 
doctrines were expected to lend support to some given policy is for 
ever gone by. But the lesson has not been lost, and everybody realizes 
that nothing could be more dangerous for the development of the 
science than to link its teaching to the tenets of some particular school 
At the same time the science might conceivably furnish valuable in- 
formation to the politician by enabling him to foresee the results of 
such and such a measure; and it is to be hoped that such predictions, 
all too uncertain as yet, may, accordingly, become more precise in 
the future. 

We cannot, then, suppose that the various currents of opinion to-day 
hnown as Liberalism, Socialism, Solidansm, Syndicalism, and Anarch- 
ar e likely to disappear In the immediate future. They may be 
given other names, perhaps, but they will always continue to exist 
m some form or other, simply because they correspond to some pro- 
found tendency in human nature or to certain permanent collective 
interests which alternately sway mankind. 

W* cannot pretend to regret this. Uniformity of belief is an illusory 
"leal, and from a purely practical point of view we should be sorry to 
«ee the day when there will be no conflict of opinion even about those 
Causes or those methods which we hold most dear. Intolerance is the 
•east effective form of propaganda, and we will end with the words of 
old German writer, Jean Paul Richter, that Samtc-Beuve was so 
°nd of quoting: “Without liberty the human spirit is like a bell 
‘landing on the ground; if it is to ring it must move freely in the air.” 
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ftf ihM conception in th# future. It i« scarcely to be expected that 
political economy, which h still a ymint? science hardly out of in 
iw.iddllng-clntfiri, will prove itself lew mutable than the sciences 
already mentioned. All that the historian is permitted to do is to fmnt 
In the distance already traversed, without pretending to be able to 
ttness the character of the toad that still rrmains to be covered. His 
object must !»e to appreciate the nature of the tails that now await 
the economist, and for this his study of the efforts put forth in the past, 
to which the preceding chapters bear record, should prove of some 
assistance 

A simple analogy will perhaps help us to gauge the kind of im- 
pression left upon us by a study of almost two centuries of economic 
ideas. Imagine ourselves tonkin? at a fan spread out in front of as. 
At the handle the separate radii arc so closely packed together that 
they appear to form a single block. But as the eye travels towards 
the circumference the branches gradually separate from one another 
until they finally assume quite divergent positions. But their separa- 
tion is not complete, and the more they are spread out the easier it is 
to detret the presence of the tissue that forms a common bond between 
the various sections of the fan and constitutes the basis of a new unity 
which is quite as powerful, if not perhaps more so, than the unity 
which results from their superposition at the base. 

So it was with the Physiocrats, and still more with Adam Smith, 
whose theory of political economy was a doctrine of such beautiful 
simplicity that the human mind could grasp it at a single glance. 
But as time went on and the science progressed it was realized that 
the unity which characterized it at first was more apparent than real. 
Tlie contradictory theories which Smith had seemed able to reconcile 
gave rise to new currents of thought, which tended to drift farther 
and farther apart as they assumed a greater degree of independence. 
Conflicting theories of distribution and of value began to take the 
field, and quarrels arose over the relative merits of the abstract and 
the historical method, or the claims of society and the rights of the , 
individual. ' 

With a view to self-defence, each of these schools took its own par- < 
ticular path, which it followed with varied fortune,, including not a few | 
setbacks. Each of them also surrounded itself with a network 0 
observations and inductions, thus bringing into the common fond a j 
wealth of new truths and useful conclusions. This has resulted in the j 
gradual development, around each great body of economic thought, > 
of a layer that grows ever tougher and more extensive, forming a 3 j 
it were a common stock of scientific knowledge, beneath which may 
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the outset of its career the whole of political economy Was included 
within the compass of one or two volumes, and all those facts and 
theories of which an economist was supposed to have special know- 
ledge were, according to Say and his disciples, easily grouped under 
the three heads of Production, Consumption, and Distribution. But 
since then the science has been broken up into a number of distinct 
branches. The term ‘physics,’ which was formerly employed as a 
name for one of the exact sciences, is just now little better than a 
collective name used to designate a number of special sciences, such 
as electricity, optics, etc., each of which might claim the lifelong 
devotion of the student. Similarly 'political economy' has just become 
a vague but useful term to denote a number of studies which often 
differ widely from one another. The theory of prices and the theory 
of distribution have undergone such modifications as entitle them to 
be regarded as separate studies. Social economics has carved out a 
domain of its own and is now leading a separate existence, the theory 
of population has assumed the dimensions of a special science known 
ai demography, and the theory of taxation is now known as the science 
of finance. Statistics, occupying the borderland of these various 
sciences, has its own peculiar method of procedure. Descriptions of 
the commercial and industrial mechanism of banks and exchanges, 
the classification of the forms of industry and the study of its trans- 
formations are related to political economy much as zoology, descrip- 
tive botany, and morphology are related to the science of natural 
history. And although a different name must not always be taken w 
evidence of a different science, there is little. doubt about the existence 
of the separate sciences already enumerated. The difficulty rather is 
to grasp the connexion between them and to realize the nature of that 
fundamental unity which binds them all together. 

But there still remains a wide region over the whole of which 
divergences exist and conflicts continue, and where, moreover, they 
will probably never cease. This is the realm of social and political 
economics. 

Despite the gradual rise of a consensus of scientific opinion among 
economists, the divergences concerning the object that should he < 
pursued and the means employed to achieve that end are as pronounced 
as ever. Each of the chief doctrines of which we have given an expo**' ; 
tion in the course of this work has its body of representatives. Libera , * 

Communists, Interventionists, State and Christian Socialists contimw ^ 
to preach their differing ideals and to advocate different methods 
procedure. On the question of the science itself, however, they ,rf 
all united. The arguments upon which they base their contentions are 
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duce?, 645-655; why countries import 
and export, 647, 651 ; is it distinguished 
from national trade?, 650, 635-657; 
assimilated to mere barter, 657-600; 
its effects on national price-levels, 
677-685; high level oT, 692. Stt also 
Exchange 

Intervention, 381, 383. Stt also 

Socialism 

Interventionism — ut State Socialism 
Interventionist, Sismondi as the first, 205 
Intestacy, 352 n. 

Inventions, mechanical, have not 
lightened the day’s toil, 377; and their 
efTect, 744 

Investment, saving identical with, 741 
Ireland : Act of Union, 120 
Iron: Basuat's theory of value, 343 
•Iron taw of wages,' 366,437, 434, 433, 
456 a., 498, 510 

Italian pasture in place of cultivation, 
203 

Italian School after 1918, 638 
Italy, agn culture credit bants m, 534; 
anarchism in, 635 

Janes, WlLLXAM, 472 a. 

Janet, Paul, 263 

Jannct, Claudio, 521 « , 530 ». 

Japan, economic problems in, 637 
Jaurts, J., 471 «. 

Jents, — , 292 a. 

Jesus Christ, 60, 361, 471 514, 315. 

534. 53 8 * . M° ®'3 
Jeunes Abbh, Let, 333 
Jeions, Stanley, on CantUlon, 64 on 
value, 66; 92, 133 ; on the French econ- 
omists, 133 ». ; 163 a. ; and the historical 
school, 384 ; his economic theory, 384 ; 
409, 476 ». ; on equilibrium and prices, 
483; pre-eminent in theory, 485 
and Hedonism, 488; on final utility, 
492 «u; hu aw of indifference,’ 493; 
on Cournot, 499 «. ; and Cossen, 499 
his death, 499 a; ratio of ex- 
change, 300 a., on cquiLbnum, 306, 
643; on intervention, 511, bis theory 
of exchange, 649 

Joint-stock companies and principle, s 1 2, 

*58. 4'4. 4«5- 477 


Joseph II of Austria, 25 
Jul i a n, Emperor, 447 
Julin, Armand, 152 a. 

Jura Federation, 616 
Juridical socialism, 563 
Jurisprudence, solidarism and, 363 


Kartels, 193,463,465 
Kantian doctrine, 618 
Kautsky, K., 286 a., 481 a. 

Kettelcr, Monseigneur von, 327, 531, 531 
Keynes, J. M. ( afterwards Lord Keynes), 
187, 639 a , 641, 660, 667, 663, 716 a., 
7*5. 729. 73 t, 734; his Eteiamie Cmt- 
pitncei cf tiu Fean, 667; and payment 
of reparations, 667, 674, 673; a tem- 
porary customs duty, 698 ; and unem- 
ployment, 703; his theory of saving, 
unemployment and crises, 738-719: 
his parable of the bananas, 74a; his 
theory of interest, 746 a.; his multi- 
plier theory, 747*749 
Kidd’s theory, 316 a, 

King, Gregory, 7« 

Kingsley, Charles, 333 
Knies, K„ 105 a., 209, 384 a., 383 *• 
386 a., 388, 389, 391. 397. fo 8 : 
historical study, 405 
Kohler, Curt, 2O6 a. 

Kraus, Professor, 121a. 

Kropotkin, Peter Aleseivicb, 462 
anarchist doctrine and society, #•*• 
614 a, 613, 627 a.; his carter and 
works, 615-617; on punishment. 
621 a,; on marriage, 623; on society 
and mutual aid or solidarity, 01 4. 
626-630; and revolution. 636} on th« 
sovereignty of reason, 636 
Kurelia, — , 607 a. 

Kutter, Pallor, 538 


La Ton do Fit, Maaen M, 3*7. 31' 
Labour the true source of wealth. 71 j 
division of, 73-78, 420 n.\ 
division of, 115; a factor detemnn'^ 
value, 164; Saint-Simon awl, at# *» 
•organiiation’ of, *38, 3'tl 
meot of,* *38; attractive*"* *« 

263; its share of total product, Iff 
30 {aulu Capital) ; the only •"“£ 
of productive power. 331 :o , 

muni on or community cf. 4*° 1 

manual, compared with 
energy, 4J4: manual. Mara an, ««• 
438; surplus and surplus vsl'**, 4>» 



indf.x 


Mealier, ilie Curt. *13 a. 

Metat prices, 678 

Method, in diivunion a waste of time, 

4™ 

Mftin, A., 601 * , 603 a. 

Mt)rt, F_, on historical method, 406 a. 

Meyer, Rudolf, 4 ■ B a, 419 a., 415 a, 
4jn«. 

Milcrnt, M , 334 »■ 

Mai. James, father of J. S. Mali, 181, 
SSS".JS7« 

Mill, John Stuart, on society's industry 
limned to in capital, 89 a. ; on import*, 
ilj; and the term ‘product,’ 1*4 
rent theory, the economic fro 1 aiino- 
nro, I j6 ; on the ending of profit, 1 76 , 
min* atpetu of properly, 234 a.; on 
Saint-Simonism, and Fourierism, 263; 
and industrial education, 288; on 
agriculture ami protected industry, 
291; and temporary protection, 293; 
the leader of English Classical School, 
329; his career ami works, 337 a, 
358 a.; on communism, 338; the 
utilitarian philosopher, 358; on free 
com petition, 363; and the law of 
population, 363, 364 ; and the law of 
demand and supply, 364, 365; on the 
Classical law of sal ue, 365; a strict 
Malthusian, 367 a. ; on saving and the 
wage fund theory, 366 a , 367; on the 
law of rent, 367, on the idea of a 
stationary state, 377; import duties in 
certain Cases paid by the foreigner, 
370; on communism. 372; bis evolu- 
tion influenced by French ideas, 372; 
his death, 372 a.; and natural law, 
373; bis programme of social policy, 
3741 on inheritance, 374, 3 A 377, 
on peasant proprietorship, 376, hu 
frequent change of opinion, 377 
bis universal influence, 378, on 
identity of interests, 413 ; on state inter- 
vention, 414; on liberty, 415, on 
individual effort, 443 a.; on price, 
demand, and supply, 490, on (he 

salvation of worlong classes ‘coming 

only from above,* 322 ; on abolition of 

profits, 562 a.; on productivity, etc, 

573; on tent of ability, 574; on profit 

and rent, 376; on rent related to 
fertility, 5 79 j as a monopoly revenue, 
580 a ; on the land as an original 
heritage, 585 *. ; on the State appro- 
priating the increase of land wealth, 


785 

386; his programme of the capital 
tenure reform associat ion, 587 1 opposed 
to immediate nationalisation, 587; on 
surplus value, 387 as. ; on social ex- 
tremes, 3O9 ; on the acquiring of land, 
392 ; movable, distinguished from lm- 
movable, property, 592 a.; impressed 
by the French Socialists, 603; on 
economic effects of war, 642, and 
comparative costs, 643; on currency 
depredation and foreign trade, 652; 
on barter, 658, 6G0; on international 
payments, 663, 668, 685, 686, on free 
trade and some exceptions, 693 
Mdl, Mrs Stuart, 364 
Millers nd, A., 343 a 
Millionaires, American, 477 
Mines. 34, 312 a , 573, 574 » . 579 *-.6oo 
Mirabrau, Marquis de, 33 a., 23 a , 30 a., 
37 64 a, 136 

Mohnan, — de, 258, 335 a, 352 a, 
363 

Mollien, Comte, 321 
.Mom beet, — , 153 
Monetary problems after 1918,639 
Money, invention of, 37 a ; maldism- 
buted, and sts efTect on exportation, 
49, Adam Smith on, 83, 99. •<» , 
metallic, 251 a.; quantity theory of, 
177-180, 673, 760 i elimination of, 251 ; 
aa the instrument of profit, 251, 
Proudhon on, 316; as a means of 
measuring human motive, 398, Tol- 
stoy on, 541 n. , rate of exchange, 652- 
653, 690 Set a In Gold and Paper 

Monod, G , 408 a 

Monod, Wilfred, 539 a , 540 

Monopoly, abolition of, 511 ; Senior on, 

580 a. 

‘Monopoly price,’ 98 it. 

Monopolies, nationalization of, 600 a 
Montagne, La, 313 a. 

Montalembert, the Comte de, on Le 
Ray, 518 a 

Montchrtticn, Antoine de, invents 
* political economy,’ 2 1 

Montesquieu, C. de S , 53, 136 

Morality, basis of, 618, 619 

Morazf, Charles, 760 

More, Sir Thomas, 213; hu Utopia, 256 

Morellet, AbW, 64 

Morally, — ,213 

Moret, — ,*499 a. 
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Isdru-Rolhn, A. A., 3 1 1 
Ledur, (iutnn, 409 ». 

IsrntT, tie, 650 ». 

I/|»t>lioib irrrrfttrnl, 610 

I/pml, [hnirl, jt; 
iFTwmnifr, — , 9 if, ». 
landing: tih»l happens wh»n oiv 
country lends to another?, 669^72 
I.eo XII. 530 a. 

Ijv XI II, 3J« 

I.c©pevlil, Grand Duke of Tuscany, 2 3 
Lerwiv, Hene, 9(6 », 27 1, his 'soli- 
darity/ j(-) a , 5,6 

Larry-IVaulieu. Paul, 131, 264 * . 3(8 a , 
379 " . 4«o. y»7 * . 57J 
Larcy, Maitmr, 242 a , 327 * 

Lncuw, — , 717 «. 

Lethe, CIilV, 209, 391 
Lespinatse, Mile, 99 a. 

Lesvepa, Ferdinand i!e, 223 
Letchworth Garden Ciiy, 344 a 
Levasseur, £,391 it. 

Livy, Emmanuel, 563 a. 

Levy-Rrule, I., 436 n. 

Lexis, Wilhelm, his works and leaching, 
431 n , 432 it. ; on capital and labour, 
630 a. , C36 

Liberal, the eighteenth-century, 71; 
absolutism, reaction against, 209, 210, 
policy and socialism, 381, 382; criti- 
cism of solidarity, 564 
'Liberal School/ 361, 362 it. 

Liberalism, Adam Smith and, ?t, 72; 
economic, 184; 199, 329-354, 362; 
French, 329-354, 379, 380; optimum, 
399-338; its unbounded faith in 
individual liberty, 331, 332; its scant 
respect for 'associationum' and State 
control, 332 ; and people’s misfortunes 
resulting from vice, etc., 333; law 
of free utility and rent, 341-346; re- 
lation of profits to wages, 346-348, 
subordination of producer to con- 
sumer, 348, 349; law of solidarity, 
349-354. English, 354-379; Swiss, 
380; German, 380, 43g; waning of, 
382, 390; development of, 447, 448; 
reconciling, with socialism, 466; 
strange rebirth or, 487; repudiated 
by the Church, 515, 516, anarchist 
indebtedness to, 610 
Liberals and Conservatives, 479 
Libertarian or anarchist doctrine, 487 
Liberty, 50; ‘full/ 271; as an abstract 


right, 271 a.; economic, 333; »nd the 
Optimutie schools, 362 the fonda- 
mcnfal principle, 415; economic in- 
dividualism ami, 432 ; free competition 
and economic liberty not synonymous, 
4(1 a.; individual, 623: Jean Paul 
Richter on, 765 
Uchtenbergr, A., 2 13 ». 

Ijebknecht, U’„ 443 

Ligue aociale d'Acheteun, 531 a. 

Life defined as exchange of mutual 
obligations, 351 ». 
lahenfeM, — von. 5(8 a. 

Limitation of supply, 493 
Limit, double, 493 a. 

Limiting couple, 435 a. 

Linrlhal, — , 638 725, 748 

List, Fnedrich, tjfi, 183, 233, 330, 698; 
and the national system of political 
economy, 973-998; his theory of the 
new protection, 275; on German 
economic conditions, 275-285; his 
career, 276, 277; and 'exchangeable 
value/ 279 ; on political or national 

economy. 279, 280 ; his 'degrees of 

culture/ 280; his indebtedness to 
Adam Smith, 280 he claims Holland 
and Denmark as part of Germany, 281; 
on estimate of nation's wealth, 281; 
distinguishes between exchange values 
and productive forces, 281 a.; on 
capital, 280 a.; on the productive 
forces of a nation, 282; on manufac- 
tures and industry, 282, 283; his pro- 
tectionism, 283-285; on 'dumping, 

284, 285, on protection and German 
agriculture, 284; his inspiration, 285- 

285, visits the United States, 286-988; 
on Smith and Say, 288; not the inspirer 
of modem protection, 283, 289; and 
Mercantilism, 288; and industrial 
education, 288; his influence Upon 
protectionist doctrines, 28S-2g5; can 
modem Protectionists claim descent 
from him?, 293-295; on nations made 
independent of foreign markets °y 
industry, 294 ; his real originality an , 
significance, 295-298; criticized a 
criticizing, 384; criticizes Itnsitz-JnH. 

413; tee trade and some exceptions, 

693.694 ; 

Littrt, M., 233 n. 

Liturgy quoted, 338 a. 

Live, right to, 556 

Lloyd, S- 275 11. 
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Opbelimity distinguished from maximum 
utility, 415, 511 or final utility, 
493 »• 

Optimism, French — «» Liberalism, 
French 

Optimists, the, 439 

Organic conception of economic pheno- 
mena, 401 

Orthodox school, 1 90, 361 

Ott, A., 334 n., 423 11. 

Oulis, — , 698 r. 

Outley, ‘consumers,' 71a 
Over-production and crises, 131, 13a, 
185, 463; and competition, 191-199 
Owen, Robert, 183, 156-155, 330 ; and 
the Commune, 343, 344 ; a rich manu- 
facturer, 345 ; his career, 346 347 ; 

hu treatment of employees and child 
workers, 347, 348; his works, 345 n , 
and creation of the social mlitu, 348, 
349; the father of etiology, 148; and 
education, 248 n.; Jus exclusion of 
religious influences, 249, 536; on the 
abolition of profit, 349-355, his co- 
operative stores, etc., 253. 154. *6° r.; 
his New Harmony, 356; his labour 
notes, 331, 323; hu creed, 473 

P.L.M. Railway, 237 
Paepe, C. de, 462 n 
Paillottet, P., 349 » 

Paine, Tom, 585 

Pantaleoni, M., 54 n., 657, on exchange, 
500; on Hedonism, 512; on profits, 
577 »• 

Paper currency, inconvertible, effect of, 
688 

Paper money, 180-183, 707, 712, bank 
notes, 318, 319 , its effect in the Great 
War, 330; and the rate of exchange, 
652-655; Napoleon's dislike of, 703 
Paisy, Hippolyte, 376 It 
Pareto, V , 89 R. J on varying prices, 93 r ; 
and ophclimity, 1 15, 493 it- ; hu origi- 
nal critical work, 241 n ; on inter- 
national exchange, 295 a.; discussion 
of method 'a waste of time,' 400; and 

equilibrium, etc, 483, 49* S°6, 644, 
651 ; on Walras, 503 ; his view of 
political economy, 506; on private 

property and well-being, 510 r., and 

Hedonism, 311; solidarity regarded 31 

‘unhealthy egoism,’ 565 il; on rent, 

savings, and capital, 581 r., 582, 732; 


on ease of production, 647 it. ; on rela- 
tive costs, 649 ; 655; on the increase of 
wealth through international trade, 
693 

Pans Academy of Sciences, 617 
Paris-Duvemey, — , 654 it 
Pascal, Jean-Marie, 654 r. 

Passy, Frfdenc, 539 n , 550 n. 

Patriarchal regime, 520 
Patrimony, 519-521 

Patten, Professor, 393 n , 491 R., 51a R. 
Paul, St, 53'. 54*. 545 
Pauperism, 465 
Payot, 687 a. 

Pearson, Karl, 395 410 n. 

Peasant Corporations, 449 it. 

Peasant Proprietorship, 207, 373, 376, 

478 

Pccquer, C., in the 1848 Revolution, 
312; Marx's indebtedness to, 453 
Peel, Sir Robert, 371 
Pcllarin, C , 356 n 
Penal Code, French, S84 
Pension funds, 351 r. 

People's Bank, 324 r., 326 
People’s Palaces, 539 
People’s University movement, 545 r. 
Pireire, the brothers, 223, 237 
Plnn, Charles, 534 it. 

'PeTpetuahsm,' 393 
Perroux, Frangou, 717 n. 

Personal interest, or Hedonism, 396-398, 
488 

Persons, C E... 750 
Pervinquiire, — , 34 n. 

Pessimists, 133-182; why so called, 133 
Petty, IV., 71 
Wau . — . 434 "• 

Pflager, Pastor, 538 

Phalaiutfre, Fourier's, 255 it., 256-265, 
*74 "•« 561, 630 ; denounced by Marx, 

467 

Philadelphian Society, 286 
Philanthropists, 336 a. 

Philosophy, 136 r. , of history, 389 
Physics, Newtonian and Social, Ia6, the 
term, 763 

Physiocracy, generic term, 23 r., the 
regr.25 

Physiocratic natural order, 25-31, 35. 
51; influence, 45; ideal, Emperor of 
China as, 54; eniicum and feudal 
society, 54 r., doctrine, rfsumi of, 

63-68 ; system, Adam Smith on, 80; 

Liberalism, 114 
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Martinet,,, Harriet, »J| • , 351. 355 * 
Mars, Karl, hit doctrines, etc., 8j, 43*- 
■*8| : *« pessimist, 13ft his elneure 
^t1)le, 151; list theory of value, j If, 
Itlewir atone creates value, 15!?. 301 a ; 
Ini indebtedness 10 Sismorwli. air; and 
exploitation, jj8; on Iiit'i tourer of 
inspiration, aCfi *.; a nil the utopsins, 
308; on labour notes, }ii a. ; his career 
and wosks, 326. 377, 452 «., 453 a. ; on 


371 »•; hi* KtfiUl, 381, 390; on 
/wM’ialum arxl rrvtJuiion, 418 a.; 
source of hut theory, 418 a.; new theory 
of exrhange, 425; on the servility of Mathematical method, 395 a., 506-314 
the worker, 430,00 determining value, in economics, 491 

t.; cniicires Lassalle, 433 a.; and Mathematical reboot, 280 


•nrialum, 467-463- (t, conception of 
natural laws, 468- theories derived 
/from Ricardo, etc., 468; and justice 
and fraternity. 470 ; and the firtt relat- 
mg to production, 470; and will- 
power, 471 and evolution and 
revolution, 471-473, 473. 479; 'class 
war.’ 472- 17|. 479. 4R0, 482, 485, 486; 
socialism exclusively a working-class 
pr-npel, 472 ; excludes many categories 
from the workers, 473 ir. ; evolution of 
dortrines, 474 a , appears to abandon 
labour-value theory, 475 
Marxism, and MancTieiteriim, 448; 
preparation for colleen rum, 469; 
does not exclude violent methods, 
473. 47*. ita contradictions, 475; and 
’ ' *8t 


the capita bit's profits, 451 founder 

of the ‘International,' 452 collabo- 

ration with Engels, 4J* »., 433 
Lexis influenced by, 432 a. ; on labour 
force or manual labour, 433-458. 46O; 
his indebtedness to Pecquet and 
Proudhon, 453 a.; on surplus labour 
and surplus value, 155. 302, 453- 


. 34*. 499- 
506; and study of exchange, 493-500; 
and production, 500; the economist 
and his work, 50 1 -506 
Maunce, F. D-, 535, 537 
Marel, Fulrrand : his bank, 323, 324 
“Meca tuque Sociale" and her place 
along with “Mft unique Cdltste.” 
505# ,506 a. 


461; his indebtedness to French Mechanical conception of 


socialists, 453 a ; 00 exchange value 
of labour's produce, 454; on economic 
value, 454 ; on exploitation, 434, 458 a., 
476; on development of machinery, 
457 a. ; his treatment or capital, vari- 
able and constant, 458-461 ; on rate of 
profit, 460, 461 ; and the term 'collec- 
tivism,’ 461 a, 462 a.; on the law of 
concentration of capital or expropna 


phenomena, 401-403 
Mechanical inventions: have 
lightened the day’s toil?, 377 
Mecklenburg, 277 a. 

Mehnng, F., 435 a. 

Afthrwnl/t, 456 
Mfhoe, — , 37 a. 

Melon, — , 654 a. 

Melouga, — , Pyrenean p* 


uon, 461-467; on communism, 466, Mcncnius Agrippa, 545 
467 ; and abolition of private property,' Menger, Anton, on reorganizing so 
466, 467 ; his adherents, 467 a. ; not the 
leader of a school, 467 a. ; on the bour- 
geoisie, 469; his moral basis, 471 a. ; on 
the intellectuals, 472 n., 481 ; on the 
word ‘revolt,* 474 a. ; compared with 
Marshall, 475; and dtt Frtiei t, 612; on 
>. 703 


437 «■. 


1:224,241 *.,255 
563 a.; on Karl Marx, 453 
Menger, Foxwell, 563 a. 

Menger, Karl, 92, 582, 700 a.; « 
Historical School, 384, 386; 393; 
English Classical School, 399 *- i 4*7 
418 a.; on equilibrium and pr~ 
485; versus SchmoUcr, 488; 
utility, 492 a. ; 582, 700 


final 


Marxian systefn briefly defined. 933; 

collectivism, 260; crisis and the Neo- utility,*?* -.a—. 1— — , 

Marxians, 474-484; P art V. English, Mercantilism, 7 1, 1 13, 114, U 6, tt 7. '. 

603 ; dec w «• 'S3! •»< ■ "■ 3 ‘-” 

607; socialism, rupture between 321; on balance of trade, 47, 49 *.*9* 

anarchy and, 6t6 T > «; ^classes, 288 

Marxian School, 467-474; * nd romtife Meredith, peorge, 434 ». 
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Private industry rigorously supervised 
and inspected, 608 

Private interest: ia supposed identifica- 
tion with public interest, 413, 414 
Private property, 41, 343; defence of, 
43, 44; Sismondi and, 2tt; Saint- 
Simon and, art, 222, *25, 338-238; 
Proudhon on, 299-307 ; Rodbertut on, 
429, 430; abolition of, 466 a.; Jesus 
and the idea of, 538 Tolstoy on, 
344 ; sohdarom and, 562-563 ; injustice 
and illegality ct, 584-586; increased in 
France and Russia, 395; anarchists 
and, 621-623 

Produce of the soil, 32 a. ; the only means 
of increasing, 8g a ; nation's revenue is 
its. 190 

Producer subordinated to consumer, 
34 s . 349 

Producers’ associations, 536, 56a 
Producers' Industrial Unions, 526 a. 
Producer's rent, 497 a. 

Product, material and immaterial, 80; 

J S Mill and the term, 114 a ; net and 
gross, 157, 422 a. 

Production, essence of, 35; three factors 
of. 74 » i Adam Smith on. 78, meaning 
of, tot, over-production, 131, 132. 185, 
<92-199. 4% net and gross. 20a, 203. 
Rodbertut on, 420-423, us growth on 
a Urge scale, 463, Hedonists and, 496, 
497, Pareto on ease of, 647 a , ea tend- 
ing simultaneously in many industriea, 
7'7 

’Production' goods, 704, 720 
Productive (lass, 38-43 
'Productive fotecs.' 28C a 
Prod urns tty, 412. 423 
Profit, 62 a ; Adam Smith on. 84; and 
wages, 171-177, 346-348, 'rate' of, 
*77 ■ . abolition of, >49 a , 255, 3C1 a . 
563 a , distinguished from interest, 
*30 ■. 571 «. Owen’s 'term* cf. 
• 51 a ; tending to a minimum, J77. 
378 , Till in sate cf. 378 a , meaning of, 
in I nner and England, 378 a., what 

tioni, 4C1 a ; distinguished from sur- 
plus value, 461 a . lledoeust smr of. 
4 “Hi regsrded as rent. 374-578, dis- 
tinguished front wages, 375 a. 

Pro'e ariat and the name, ton a 
Property d 1 veered f man Seal, mo , Saint- 

fumonum and Cedutnla.uonrf.syg, 

“ Prepare* u Jos and a, 30 


and a. ; Proudhon defines, 30a ; a sum 
of values, 343; LassaBe on, 434; 
movable, 584; and the burning of 
deeds, 633. See aba Private property 
Property-owners — s« Proprietors 
Proprietary class, 38-45 
Proprietors, landed, 41-43, 586-588, 
591, 592; real interests of, 167, 168, 
Bastiat's view oT the, 342; French 
property-owners, 478, prerent-da) 
478; strength of, 479 Sri aba land 
rationalization 
Prostitution, 143 , i t - 
Protection, agricultural, 38, 290. *92, 
679; aids industry and retards agri- 
culture, 49 a , Sismondi, Saint-Simon 
and Fourier on, 274 «L , List on, 283- 
285; American, 386, 2B7. 290-292. 
662; Carey's espoution of. 290, 291, 
203 ; not essential, merely temporary 
solidarity, 297 a , a counterfeit of 
socialism, 330, French and English. 
330: Bastiat's arguments against, 336. 
'vanquished,' 339. before and after 
1918, 691-700, occasional or tempo- 
rary, G06-698 

Protectionist party and solidantv, 559 
Protestantism and its teaching, 486, 434 
social, 534-540 I see aba CJtnitia 1 
Socialism) 

Proudhon, J J, 183, and government, 
tit, Ct9, 6j7. hu bank, 253, and the 
sorialism of 1848, 298-328. fus rareer 
and works, 199, 300, his criticism cf 
private property and socialism a 99- 
307 , on value, 301 a , definra pmprrtt . 
3t>2, on profits. 303. his allusions to 
socialists and ermmunisli, 304 , on the 
true reoevomie trees and vbcir lalut- 
cvng, 304, dismisses aworvation and 
organisation. 30 j, on Llwrty. 303, 

rreesgrure racial devotion or fraternity 

prwrwton. 3 cf» a , oet reiiprsval 
senscT. S'*. 307. and the sotval 
problem. 307, tm the French Rrvsfu 

tines cf 5848 and the discredit o< 

socialism. 308-314. and the 'fight so 

work,' jrfl. jnq. his esuhaoge hark 

thecey. 314-326, on snort. S'® 

defines reesfe-s-jiv, 3*7. «d anarsty 

ir.fl*»rnre a ? trr shth-SrA-ytt rgy-w-d 
So levohjtmn. 327 a , cm the jsresrfu 
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Morris, William, s6l 
Moot, lawj or, 147 
Moufang, Canon, 527 
Moulton, — , 664 0. 

Mulhouse masters, belief of, 186 
Muller, Adam, 286 n. 

Multiplier theory, Keynes's, 747-749 
Mun, Albert, Comte de, 527, 533 
Municipalization of water and gas, 445 
'Mutual aid,' 627 
Mutual Credit Rural Bants, 558 
Mutual Credit societies, 558, 562 
Mutualists, 559, 560 0. 

Myrdal, — , 638 0., 725 
Mystics, the, 540-544; Tolstoy, 541-543; 
Ruskin, 541-543; Thomas Carlyle, 
54'. 54* 

Nantes, Revocation or Edict or, 282 
Napoleon III, 371, 380, 521 0. 
Napoleonic Wan, 487, 637, 641 , 645, 70a 
Napoleon’s dislike of paper money, 702 
Nassau, 277 0. 

Nation, ‘normal,* 280 0., a vast work- 
shop, 74, 75; its annual revenue, 190; 
as an economic association, 296 
‘National* and 'social,* confusion of 
terms, 420 0. 

National Assembly (1875), 663 
National Bank, 286 it. 

National City Bank of New York, 747 a 
National Equitable Labour Exchange, 
2460,251-254 

National type peculiar to each country, 
293 " 

National wealth, two sources of, 36 
Nationalism, Catholic, 4 3 j «. 

Nationalist party and solidarity, 539 
Nationalization of railways and banks, 
445 ; of land— ut Land Nationalization , 
of monopolies, 600 0. 

Natural law, 359, 360 
‘Natural Order,’ 25-31, 5' 

‘Nature,’ the term, 37 
Naumann, Pastor, 538 
Navies, colonies, and foreign trade, lUo 
Navigation laws, 117 0 
Neale, Vansitlart, 535 
Necker, J , and free trade in torn, 51 , 
bis budget, 37 and the worker's 
bare wage, <72 

Need, variation cf intensity of. 513 • 

Nei3, Ou/tes Patrick, 5 86 >- 
Nemours, Dupont de — w Ihiponf 
Neo-Malthimanx, 148, 1491 3®J 


Neo-Manrians, 474-484; on surplus 
labour aDd surplus value, 476; and the 
law of concentration, 476-479; their 
programme, 478; and the clan 
struggle, 479; as syndicalists, 480-484; 
no longer believe in the great catas- 
trophe, 480 
Neo-Syndicalism, 532 
NetchaiefT, — , 633 0 , 634 
Net Product, 31-37, 157; dispensable 
new wealth, 56 
Nettlau, M-, 615 0. 

‘New Moral World,’ 246 0. 

New York banks, 706, 709, 747 
New York Stock Exchange, 706 
Newbold, — , 665 0. 

Newton, Sir Isaac, 503 0. 

Newtonian physics, 126 
Nicholas I, Tjar, 633 0 
Nicholson, Professor J. S., 6g 549 »• 
Nicholson, Shield, 273 0. 

Nietzsche, F. W., 541; his renown and 
interests, 611, 612 0 
Ntmes, Ecole de, 539 0. 

Nitti, F S , 534 b. 

Nobility, the propertied class, 41 ». 
Nogaro, — , 633, 656 ; and Oualid,69t a ; 

on crises, 707, 798 
‘Normal, ’ the term, 2B0 
North, Dudley, 71 
North, Lord, 120 

Notes, bank, 318, 319 («/ alia Paper 
Money) ; exchange, 31R, 319; Labour, 
231. 252; Proudhon’S circulating, J2J 


Oazauv, Pastob, 317 
Opitie. W . 585 

OWm, Professor, 638 0 , 645 0, 047; on 
international trade, 644, 64J ». ®fT. 
655-661, 723; and gold move menu, 
666, 669-671, 67* «i <"■ P*r™‘ nl 

of indemnities, etc., 666, CC-fSp. 
criticises Ricardo, Senior, and Tan**- 
680 a.; on pnce-leveis, 678, «4i 
on freedom of Interns non il Irsde. 
694; on Income, saving, and 
mem, 71a, 749; on crises ami unem- 
ployment, 729 a , 74®, 7495 on protec 
non in a period of depression. 697 


Oldenburg, 277 a. 

Olivier, Paul, 367 a. 
OtUvier. ftmle, 331 
Oncken, Hermann, 2J 
)(?6a,4t7 a, «7| a jon 
craw, 48 
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and r., 357 ri. ; socialization of, 374; 
Rodbertus on, 426, 437 ; Hedonist view 
o£ 49* > consumer’s, 497 ; producer’s, 
497 n.j theory and its applications, 
570-6 1 0 ; its growth or unearned incre- 
ment, 571 ; theoretical extension of the 
concept, 571-583; classical school 
theory no longer applying, 572; 
ground, 573; profit regarded as, 574- 
578; many concepts of, 578-583; of 
capital, 574, 575 ; machinery and, 574, 
582 ; confiscation of, by taxation, 583- 
594; composite, 577; defined by 
Ricardo, 578 n ; of rich and poor 
land, 579, 580 ; compared to monopoly 
revenue, 580 related to price of 
corn, 581, injustice of, 584; socialist 
extensions of the doctrine, 602; 
systems of land nationalization — 1« 
Land nationalization 
■Rentability,* 422 423 

RcnUich, — 1 440 ft. 

Reparations, German, 640; problem of, 
663-677 

Reproductive instinct, 146, 147 
Research, economic, 763 
Responsibility, the idea of, 349 r 
Returns, law of diminishing, 133, 355 r., 
367 r, 377; law of increasing, 355 r., 
367 R. 

Revolution, 472-475, 478, 482 ; English 
of 1688, 282 r , French of 1848, 307, 
Proudhon opposed to, 327 R.; land 
nationalization by, 595, anarchists 
and, 631-636 

Revolutionary syndicalism, 482 a , 635, 

636 

Rnvt Socialist! (1883), 467 a. 

Raybaud,— ,308,314.359 
Ribbes, — de, 523 a. 

Ricardian theory of cent, 36, 123, t JO, 
•53. '55~'7<. 34*. 486, 487. 57 '-574. 
578, 583, 584. 586; 6<6; theory of 
distribution, g7; theory of value, 153. 
164-171, 345, 346, 417 a.; doctrine of 
labour-value, 2 1 3 It. ; definition of rent, 
578 a.; theory of gold distribution, 
643; theory of international trade, 
644-660; theory of equilibrium, of 
debits arid credits, 677 
Ricardo, David, 114, 133, 153-182. 183. 
188, 189, igt, jji ; on profit and sum 
of utilities, 116; a pessimist, 134, tj%; 
bis htrrsry style, 154; his career and 
works, 1 54 ■ . 1 55 * : * nd 'he distribu- 


tion of wealth, 155; a free trader, t68, 
178; criticized by de Foville, 1 70 
on wages and profits, 171-177, on 
international trade and banking, 177, 
178; and the balance of trade and the 
quantity theory of money, 177-180; 
on the issue and regulation of paper 
money, 180-182, Sumondi and, 191 r., 
on the question of machinery, 194 R , 
195; denounced by Saint-Sunon, 
238 n. , on value, 338; on income of 
capital, 355; on international trade, 
367-369; on minimum profits. 377; on 
identity of interests, 413; on growth of 
landowners’ share, 427; and economic 
value, 454, 436 n ; on productivity, etc , 
573 ; on exchange value of commodi- 
ties, 574 a.; on rent related to sod 
fertility, 578, on many kinds of rents, 
578 R-, on profit 00 corn land, 560 ■ , 
on social extremes, 589; on taunt- 
Jam, 597 R.; influenced by the wars, 
637 it , 640 • , 641 ; on comparative 
coats, 643; on prices proportional to 
cost in labour, 648; on international 
trade, 650, on barter, 657, on inter- 
national payments, 665, 685, 686; on 
price divergencies, 679, 634; on gold 
movements, 6gt ; on crises, 703, 704 

Rscd.— .7i» 

Richeiot, H., 274 m. 

Richter, Jean Paul, 765 
•Right to work,’ 308, 309 
Rights, ’abuse' of, 563 
‘Rights of Man,’ 271 R , 563 r. 

Riparian owners, paying compensation 
for improved value, 593 
Rut, C., 186 r , 3(8 r„ 424 jog r. 
Riviere, Marcel, 327 *. 

Rivifre, Mercier de la, 23 r., 25. 27 R., 
28; on private property and liberty, 
30 h. ; on the right of property. 40 a , 
on proprietors, 43 ■ , on tea flicking, 
47; on freedom of trade, 48 a.: on 


constant average price, 48 a, ; on 
necessity of buying as well as selling, 
49 r-i on despotism, 54 *. ; on taxation 
and public revenue, 58 a , on human 
happiness, 63 a. 

Roads and nven, 44 j, 447 
Robbins, Lionel, on protective tariffs, 
694; on ceims, 705.709, 712 
Robertson, D. II, 761 
Rochdale Pioneers, 247 a , *54, 561 
Rod berms, J K, tui indebtedness to 
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Fbyriocratic School, 73, 24; Turcot re- 
mained outside, 65 

Phynocratic Theory, 91-45; Caliani'a 
entiasm of, 50 

Fb.yuocrjtv 2 r-68 ; and private property, 
26 a. ; and the net product, 31—37 ; 
d.fierer.ce between agricultural and 
industrial production, 34; ihcir in- 
fluence upon practical politics, 36; 

and the circulation of Health, 37-61, 
and «ra*™/cmnnR. 41-44 ; three kinds 
of arasrrj, 41a; landed proprietonhip 
the direct outcome of 'personal pro- 
perty,' 4J. and the abolition 0/ 
corporations, 45 a , and trade. 45-51 , 
and enchapjje, 45, 46; and free trade. 
47-40, 50. on adjusted es porta non and 
importation, 48, and interest. 51 . ami 
th» ftinrtiona of the State, 51-61 , thry 
are not anarchists, 57; and the mini- 
mum* of legislation, 5a, their con- 
tempt te polit cal liberty, 31 ■ , and 
taniKO. 53, and a national assembly, 
53 ■ . cppeanl to a democratic 
sovereign, 31 a , 33 a , and despot 11m, 
37-55, ami herediUry monarchy, 54. 
their stn-ss on instruction, public 
works ami spn lal duties. 53, at 
•internationalist*,' 53, ami taiation, 
56-61, their d-itruat of iml.rert saia- 
turn, 61, they ignore value, 6467. 
their fa!»e sieve of est hinge, M 
nenrrH wll a hierarchy U 
< laMTS. 73. French agreement between 
Souths trait ami, 11 j. their «mI 
•wrilneu trv In 114. 114, their 
ir-fluewte vf» Frewh revol j nonary 

IVnai, hectas Owl, 647, on 
tueremv •» , e-,1 Ml *«sr» ami 
prvr-lrvrit 3, 00 f**l owva- 

nnu, (,)i , on a serial in pan i ity 

6 -/, 6-,y 

f^-a, , JtJ.aai Metn*. 7|7 7F> 

Flruu. Carua, fro 531 • . * 



tutes it, “a poor hide conjee, 

tural science," 750 
Political Economy Club, 155 a. 

Politics rooted in morality, 736 *. 
Pollock, Sir Frederick, 584 
Pompadour, Mme de, s j a. 

Poor Law, English, 130 a , jofl 
Tope Leo XU. 530 a 
Tope Lri» XU 1, 4S6, j3 1 
Population, Adam Smith on, yj; private 
property as a stimulus to, tjl a.} 
marriage a restraining influence upon, 
131 a, ; check upon, 141, 143; growth 
of, 143, 146; fall in birth-rate due hi 
many causes, 131, 154; 'Optimum,' 
133; law of. 171-177, 3b I. j6| : reliteil 
to ages, 901. aol; growth of wealth 
outstrip! that of, 351; principle of 


' lYpulattonal systems,* 131 
Pornography, crusades against, 3 VI 
Purl Sunlight, Jflb 51 1 a 
Portugnrse colonies, 7fll a. 

Piaitniim, 317 a. 
l'uihirr, R j , 343 a 
Potter. B , 610 

Pound sterling, devaluation of, fur' 
Poverty ami economic ruses, |Htij the 
rgoist't renieily for. 6 1 4 
Prague risings, 813 

Price, 'real' nr natural,' tjl- 91 */> 
monopoly, tjl\ a. i equilibrium. jl*o *> 
*PP fc 33i variation, 364, demand a 
hjorlwno/, 4'yi, 301 , nipt'ly ■ fnmlion 
of. 4v>. H*r g'KsIs of lama quality I" 
same market, 403 . divergent rs lalwsen 
two 1 outlines. bj 't fill 3 , Ifm Inail'tna •" 
prod or rloii gieefi, fnt, subdual mO. 
747, aliernaiums, long term, tinnaHil 
on 733-761 

Pi in, saruan terins. 4II, !">• ri.tn-i-f 


jl-c/, preaeniuJay tf-rnry of. }b 
linual osrdlan/m of ffj, 'fl, 

ami. 13 Kuril's theory, 7'b T*"‘ 

mnti.al deyemlrii/a »<f. V* 

571, 371 , related In rent, V'h 
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body a proprietor, the State sole 
inheritor, 234; a kind of philosophy of 
history, 233; its importance in the 
history of doctrines, 236-242 ; and the 
control of production, 237; and the 
opposition between general and indivi- 
dual interests, 240 ; and the defects of 

spontaneous economic forces, 241 
Sainte-Beme, C. A- de, 206, 242, 300, 
303 a , 306 it., 765 
Sale, Cournot’s law of, 501 a. 


Sallen 


445 *• 




t, 74' 


pOhlii 


•. ”5: « 


live poverty of industrial society, 206; 
Saint-Simon on, 221 a. j on property as 
a fixed factor, 239 a j his ‘goods ex- 
change for goods' formula, 321 ; 




s, 34* » 


.353" 




San Francisco, <_ 

Sand, Georges, 272 
Sangnier, Marc, 527, 333 »• 

Sartorius, G F,I22 
Satiety, point of, 493 
Saumaisc, C , 534 «. 

Sauvalre-Jourdan, — , 643 
Sauvy, — , 153 
Savigny, F. K. von, 386 
Saving, Adam Smith on, 90; law of, 355, 
336; Mill on, and the wage fund 
theory, 366 a., 367; creative and 
reserve, 704, an influence causing 
crises, 704, 716 a, 719-724, 730-738; 
older countries, fertilizing worlJ in- 
dustry, 731; its mechanism, 731-738. 
and Interest, 732 ; bad effect of, 732 a. . 
Bohm-Bawcrk's theory, 732, 733; and 
consumption, 733, 734, 738-749. 
Bresciani-Turrom'i theory, 733-738; 
Keynes's theory of, 738-749; un- 
economical, 740, and hoarding. 740, 


Sax, Profe 
Saxon Revolution at Dresden, 613 
Saxony in Tariff Union, 277 
Saxony's great place in industry, 289 a 
Say, J. B , 80, 1 22-133 ; on importance of 
capital, 74; 87, 97; oil the ntrefirtnmr, 
82 a, 128, 129; on distribution, 109; 
on loss of American colonies, 119; hu 
career, 122, 123: he overthrows the 
work of the Physiocrats, 124, 125, 
superseded Smith's Ideas, 125; * 


binery, 127, 128; his simple scheme 
of distribution, s 19, 1 30 , his theory of 
matVtss and exchange, 130, ijv, on 
rent, 130 a.; on over-production crises, 
1JI, 132; his part in the history of 
doctrines, 132; on distance and 
sterility, 163; Sismondi on, 188-191; 
on historical treatment, 193; on rrla- 


the mechanism of distribution, 424 a 
on profit and rent, 576, 579, 580 a ; on 
rent related to pnee of com, 581 ; his 
law of markets, 637 ; influenced by the 
wars, 637, on crises, 703, 704; his 
belief that products are brought with 
products, 753 

Say, L£on, on international trade, 663- 

667 

Say, Louis, 274 a. 

Scarcity as the bans of value, 336; Or 
final utility, 4g2 n , 493 
Schafflc, Albert, 439 a , 467 • , 471, 
547 58i 

Schatz, A., 362 a ; on J S. Mill, 377 a 
Schelle, — , 30 a. 

Schmidt, Kaspar — m Sumer, Max 
Schmollcr, Gustav, 209. 383, 385 a , 386, 
389. 39°. 398 " ■ 398 . on the new future 
or political economy, 393, on induc- 
tion and deducuon, 401, 403, 409; hit 
manifesto, 439 , on the Hohenzollems 
444 a. : rerun Meager, 488 
Schoenberg, — . 650 a . 655 a , 636 a 
Schonberg, G , 440 a , 431 a 
School clinics, 559 
School of Social Science, 523, 526 
Schuller, Richard, 700 a. 
Schulze-Delitzsch, F 11,380,433 
Schumpeter, Joseph, 573 a , on crises, 

708,717-719 

Schuster, R , 330 
Schweitzer, — , 435 a 
Science, economics as a, 360, 750, 761- 
765; socialism a< a, 473 a ; anarchists' 
recognition of, 623, 630 
Sacnufic prediction, 407 
Scott, W R., 69 a , 84 
Scottish open-pasture system, 203 
Sea transport, 447 
Seager, II. R., 335 a 
SecrClan, Charles, 537 a , 583 

S^gur-Lamoignon, — , 330 a 
Sergnobcw, C., 408 a. 

Self-ioterest, law of, 360. 396-398 
Self-sacrifice, }6a a. 

Seligman, Professor. 334 a, 594 a, 630, 
636 
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State as the supreme danger, 338; and 


Rodbertus, 417a.; Marx’s indebtedness 
«o> 475! rights of man, 563 on 
landed proprietors, 584 J on laiiitz- 
Join, 597 the 'father of modem 
a na rchism,* 6(i; and anarchist doc- 
trine, 612, 615, 633; on reality of 
society, 614 a.; and Bakunin, 615; on 
mankind's subjection, 618; and the ex- 
change bank, 62a n.; on marriage, 
623 n. ; On reason, 623, 636 a, ; on the 
group idea and society, 626, 628 n. ; 
on ma k ing a contract, 629 n. ; and an 
economic contradiction, 748 
Providential order, Bastiat on, 337 
Prudhommeaux, — , 273 n. 

Prussia, King of, 246 n. 

Prussian Landrecht, 445, 446 
Prussian Liberal party, 433 
Prussia's tan /Is, 274-277; place in 
industry, 38g it. 

Psychological balance, 30 
Psychological School, 400; and final 
utility, 492-498 
Public credit, 286 it. 

Public Health Acts, 6 10 
Public works, 447; state-acquired, 
473 it. ; to reduce unemployment, 747 
Public-houses, limiting number of, 364 a. 
Puech, A., 327 it., 330 
Punishment, 621 

Purchasing power, 659, 660; affected by 
war indemnity, 675, 676 
Pure economics, 396 
Pyramids, Egyptian, 743, 744 ». 

Quantity and Demand, connexion 
between, 493 it. 

Quantity Theory of money, 760 
Quasi-contract theory, 552-356, 559, 
562 

Quesnay, F., his doctrine, 21-23 ; and his 
disciples as founders of political 
economy, 22, 23 it; his writings, 23 a ; 
the first Physiocrat, 23 n.J his TabUrn 
icmanujut, 23, 27, 37, 38 a.; and an 

‘inherent’ knowledge of Physiocracy, 
29; and psychological balance, 30; on 
‘wealth,’ ‘misery,* and ‘opulence,’ 35; 
his three social classes, 38-45 ; on 
stewards of society, 44 a.; on inter- 
national payments, 46 11- ; on free trade, 

48 a.; on interest, 51; on educated 
public opinion, 53 ; on wages falling 
below the minimum, Co a. ; his con- 


ception of value, 64 on agriculture 
being the source of all wealth, 73 
Quetdot, L., 4 to it. 

Quietism, 331 

Race Suicide, 148, 520 

Radical Socialists, 466 11.; French, 549 

Radicals, utilitarian, 609 

Rae, John, 69 a., 81, 83 n., 112 a., 119, 

Ragaz, Professor, 538 
Raiffeisen, F. W, 526 
Raiffeisen, banks, 534 it. 

Rail travel, 346 a. 

Railway, P.L.M., 237 
Railways, 312 a., 600; their place in 
national economy, 379; nationaliza- 
tion of, 445; Alsace-Lorraine, 665 
Rambaud, J., 286 a., 534 a 
' Ratio of exchange,’ 92 
Rau, K. H., 357, 383 
Rauschenbusch, W, 538 a. 

Raw material, 32 a. 

Raymond, Daniel, 286 

Reboud, — , 643, 650 a., 658 a., 663 a. 

Receipts, ‘exterior,’ 710 

Reciprocity policy, refuted, 49, 50; 

Proudhon defines, 317 a. 

Reclus, £lisfe, 611, 615, 617, 618, 620, 
631, 632; on marriage, 623; on the 
institution of society, 627 it 
Redfern, — de, 235 a. 

Reformation, 471a. 

Rcithel, — , 626 a. 

Reid, T., 585 
Reign of Terror, 437 a. 

Relativity, principle of, 395 
Religion, Owen’* exclusion of, 249> 53® 

Religious teaching, 338; congregations. 

Le Play’s antipathy to, 324 a. 

Renan, Ernest, 566 a., 6(7, 750 
Renard, George, 467 a., 471 a. 

Kendall, — , 545 a. 

Renouvier, C. B-, on economic history, 

406 a. ; on confiscation of land, 583 
Rent, a pre-imposed tax, 36; entering 
into prices, 81 a.; Adam Smith on. 

96 a.; according to Ricardo, 129, 1J0S 
Say’s theory of, 13°*-! hw of, *J3» 
•171-177, 367, 486 ! Ricardian doctrine 
of, 153, 1 35-' 7'. 371-374. 37®. 3®h 
584, 586; of land per acre, tv> • . 
Saint-Simon on, 225 a.; Ft"* 1 ' 
liberals’ law of, 341-146; Fonteusy 
on, 344 a.; Senior's theory ofi J}“ 
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Subsidy to foreign power, effect of, 180 a. 
Substitution, Uw and principle of, 496 a., 
498 

Succession, right of, 35a it. 

Sue* canal, 379 
Sugar prices, 678 

Sully, Due de, on sources of national 
wraith, 36 
Sunday rest, 517 

Supply, a function of price, 490; limita- 
tion of, 493 

Supply and demand, law nf, 364 
Supply curve, 50a 

Surplus labour and surplus values accord- 
ing to Mar*, 4S3~4*>l> *75. 47 s 
Surplus value, theory of, 155. >97. >98. 
not synonymous with profit, 461 * ; 
taxation of, 593, 594 
Swedish school, 7*4, 735, 760 
Swiss liberalism, 380 
Swiss Christian socialism, $j8 
Swiss economist’s ‘little models,’ 638 
Syndical movement, Belgian Catholic, 
538* 

Syndicalism, 448, 473 « , 474, 480-483, 
323, 518, 333 ; and solidarity, 359; and 
trade unionism, 560, 636, and anarch- 
ism, 614 b , 635, 636, revolutionary, 
635, and the State, 636 
Syndicalists and non-syndicalists, 480; 
the ‘myth,’ 483, 484, French and 
Italian movements, 487 
Sjmduei, the, 482 
Synthetic socialism, 597 
Synlheticum, 397 
Systimti iixulules, 5S1 n. 

Tablrou Aenompu, 37 , 38 * , 3 9 *., 1 76, 504 
TaiDandier, Samt-Ren*. 61 1 a. 

Tariff duties do not arise from economic 
doctrines, 290; m Germany in i8ig, 
275, 276. 277; in relanon to prices and 
prospenty, 691-700. Su aln Free 
Trade, International Trade, end 
Protection 

Taussig, F. IV, on international trade, 
644, 648 ; on choice of crops, 648 ; on 
exchange, 649 a , 650 a., 651, 653. 654. 
655. on barter terms of trade, 659 ; on 
comparative cost, 660-663; on war 

meots, 666, 668; 00 equilibrium of 
debits and credits, 677; on wages and 
price-levels, 680-685 


!20; bow it differs from a duty, 336; 
on land, 58 a , 374-376. 591 
Tax, single, its insufficiency, 61, 62 
Taxation, Physiocrats and, 53, 56-62; 
not the same as public revenue, 58 n ; 
of farmers, 59; of sterile classes, 60; of 
wage earners, 6d , Margrave of Baden's 
experiment, 6:, 62; multiple, 79; 
Adam Smith's theory of, 79, aiding 
distribution by, 444; and state social- 
ism. 444; progressive, 446, 559; of 
surplus value, 593, 594 
Telegraphic communication, 549 
Temperance societies, 517 
‘Territorial division or labour,’ 115 
Thierry, Augustin, 216 * , 223 
Thiers, L. A., 3 1 1 
Thomas, £mile, 309, 310 a. 

Thomas, F., 373 a. 

Thompson, Robert, 170 

Thompson, William, 254, 255, 453 *., 603 

Thornton, W. T , 366, 376 *. 

Thuneiy J- H. von, 163 * , 357 
Tinbergen’s inquiry into Crises, 755 
Toequenlle, A. C. de, 311 
Todl, Pastor, 338 

Tolstoy, Count Leo, 541-543: 00 money, 
541 «. , as % commiuv.it, 544 
Toole, T., 1 24 *., 703 
Tones and Whigs, 479 
Torrens, Colonel, 355 a., 643 
Tourvdlc, Abbe de, 325, 526 ». 
Townsbend, Charles, 68 *-, 69 a. 

Toynbee, A , 209, 378, 383. 39° " . 39' 
Tcacy, Destutt de, 133 a. 

Trade, balance of, 47, 177-180, fetters, 
47; Afncan equatorial, 253; a social 
act, 414 a; ‘terms' of. 658; cycle, 


Unionism, 366, 367 a., 481, 522, 
t 535. 6 35 d t ed O 

numbers of, 201 • 

Trafficking, 47 
Transvaal gold-mines, 758 
Travail, Confederation general* du, 
473 * . 481, 533. 635 
Travail, Le, cooperative society, 267 a. 
Treitschke, H. G. von, 444 a. 

Tnancm pastorals, 25 
Trosne — m Le Tronic 
Truck Acts, 610 

Trusts and cartels, 193, 463, 465 
Trusts and over-prod ucuon, 463 a 
Tuberculosis, 141 
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SixmoM!, am a mi emancipation of 
the *ro*W, aji; 0*1 capital's and 
Jabrtuf'j itun J47 », 348 on 
froontnio and leysl lies, J7J, 374; ha 
dortrifwa. 41^-477 : on tut* socialism. 
416-4J}; hit place in hittory, 417; on 
ertnstitiitino of value, 41 7 ; Wagn-t'i 

’Rirarila of Socialism/ 418; aw! 
Frmxlhoroan ilorttin*, 417 a.; French 
origin ef hit ideal, 417, 418; UIjHo- 
graphy, 4 <8 hi* toot option of 
society aw! of the State, 410; on 
production. 4*i, 4*5; on profit- 
making aryl productivity, 4*1; on 

dntribution of the product, 417-416; 
on relation (.etwren amount of Labour 
ami value of product, 4*5; on rent and 
tpoliation, 416; on rite of wages, 417; 
on private proprriy, 415, 430; on 
economic Individualism and personal 
liberty, 43a j hit theory of development 
of governmental organs, 443; ha 
influence in state tortalism, 447, 4.43; 
Lexis influenced by. 45* and un- 
earned increment, 476; and Schafflc, 
547 a. ; on crises, 703 

Rodrigue*, Eugfnr, 3*3 
Rodrigues, Olmde, 3t 5, at 7 333 

Rogers, ThorolJ, 6g n. 

Roman Catholicism— see Catholicism 
Romm law, 517 

Roschrr, Wilhelm, 309, 383, 384 
383-388, 397, 403 n . ; and the laws of 
economics, 405 

Rossi, Pellegrino, recommends associa- 
tion, 33 1 a , 333 n., 357 a., 383 
Roubaix wool, 649 
Roubaud, the Abb#, 34 a. 

Rousicn, P. de, 536 1. 

Rousseau, Jean Jacques, 21, 75 36 a , 

27, 135 a.: on rights of property, 312 a. ; 
449 : on society’s contract, 553 
Roy, Ren#, 499 it., 684 
Royal Commission on Taxation, 593 a. 
Royal Economic Society, 650 
Rucff, — , 499 on the payment oT 
reparations, 666, 673, 674 a., 675, 676; 
his theory of 'monetary circulation,’ 
687 

Rural banks, 517, 558 
Ruskin, John, 209, 261, 54' ”543* hj 5 
social programme, 522-5441 on P°^' 
cal economy, 540 a. ; as a communist. 


544 ; colleges, 544 
Russia. Hegelian infl” 
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Russian nriatism, 338; state mterven- 
tmn.4jt 

Rr«Srt, FoOfaiU, 654 

Ruften, Father, 538 a. 

Saaoraor, 487 a. 

Sillier, Michael, 84 
Saint-Lron, Martin, 530 a. 

Saint. Marc, — , 438 a. 

Saint-Simon, C. If., his doctrines, 3tt- 
33J; 315-336; hi* socialism, 214, 
331 a. ; his doctrine distinguished from 
Saint-Simottism, 314; his Liberalism, 
2(4; his career and works, 215, 2tS; 
and industrialism, 115-223; his 
‘parable,’ 316, 217; on government, 
217; and the term ’labour/ 218 a.; 
and abolition of all etas distinction, 
318; his ‘industrialism,’ 319, 235; 
factory model of society, 331 ; concep- 
tions distinguishing him from Liberals 
and welcomed by Marxians, *21 1 on 
Say, *31 a.; and private property, 221, 
23j. 2281 238; on wealth, 332 ha 
disciples, 223; and interest and rent, 
33J a., on exploitation, 228 a.; on 
mankind, 235; on politics, philosophy 
and philanthropists, 236 a. ; his refuta- 
tion of Marxian ideas, 336 *•} * J,d 
protection, 274 it; 3 00 - 33fi “ 
history, 405; on the cooperation of 
governing classes, 473; his doctrine M 
unearned increment, 476 

Saint-Simonians, 183, 206; who they 
were, 223 ; preached colleen vum, 114, 
demanded governmental control 
soda! relations, 219 a., 220 a. ; »°d the 
beginnings or collectivism, at 1-242 1 
become an organized sect, 223, 224, 
and their criticism of private property 
223-236; their distinction between _ 
income from labour and revenue from , 
capita], 228 ; and inheritance, 225 
229; and religion, *31 1 their part in 
economic history, 237 ; anticipate many 
socialistic terms, 238 ; and the distntw- 
tion of property, 239 ; their ^ 

vast philosophy of history. 384. 3®J * 1 

their ideas transmitted through Koo- ( 

bestus, 417; and the ’working' daces, , 

Saim-Simomsm, 1*75 "«* 

7-3 and exploitation, *27. f 
collectivism, 230, *31; rfsu® 4 
programme, 232; would make every 
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Subsidy to foreign power, effect of, 180 a. 
Substitution, law and principle of, 496 n , 
498 

Succession, right of, 35a a. 

Sues canal, 379 
Sugar pricer, 638 

Sully, Due dr, on source* of national 
wealth, 36 
Sunday rest, 517 

Supply, a function of price, 490; limita- 
tion of, 493 

Supply and demand, law of, 364 
Supply curve, «oz 

Surplus labour and surplus values accord- 
ing to Marx, 433-461, 475, 476 
Surplus value, theory of, 135, 197, 198; 
not synonymous with profit, 461 fv ; 
taxation of, 393, 594 
Swedish school, 734, 733, 760 
Swiss Liberalism, 380 
Swiss Christian socialism, 338 
Swiss economist's ‘Lille models,' 638 
Syndic*) movement, Belgian Catholic, 
338 a. 

Syndicalism, 448. 473 a., 474, 480-483, 
5«a, 528, 533 ; and solidarity, 559; and 
trade unionism, 360, 636 ; and anarch- 
ism, 614 a, 633, 636; revolutionary, 
635; and the State, 63$ 

Syndicalists and non-syndicalists, 480; 
the ‘myth,’ 483, 484, French and 
Italian movements, 487 
SjmJual, the, 483 

Synthetic socialism, 597 
Synlhedcism, 5g7 
SysOmes iorsa/irfer, 361 a. 

TobUou itonmrntpu, 37, 38 a , 39a., 1 76, 504 
Taillandier, Saint-Rent, 61 1 a. 

T anff duties do not arise from economic 
doctrines, 390; in Germany in 1819, 
2?5> 276, 277; In relation to pnees and 
prosperity, 691*700. Sea also Free 
Trade, International Trade, cod 

Taussig, F. VV., on international trade, 
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